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[) BancorpSouth Bank cities and communities
BancorpSouth Insurance offices

BancorpSouth, Right Where You Are®

What does it mean?

It means that we're right where our customers are, close to
where they live and actively engaged in their communities.

- It means that we're right where they are in their financial lives, too, 8
personalizing our services as if each customer were our only customer. : - Jr—

- It means that we're empowered locally to make the decisions
that affect our communities.

It means that our resources are as wide as the regions we serve,
yet we remain as familiar as the folks next door.

[t means that each person’s financial success matters to us.
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BancorpSouth, Inc. (NYSE: BXS) is a financial holding company headquartered in Tupelo,
at December 31, 2007. BancorpSouth Bank, a wholly-owned subsidiary of BancarpSouth,
commercial banking, mortgage, insurance, trust and broker/dealer locations in Alabama,

03 04 05 06

Mississippi, with $13.2 billion in assets
nc., operates approximately 290
hrkansas, Florida, Louisiana, Mississippi,

Missouri, Tennessee and Texas. BancorpSouth Bank also operates an insurance location i Hlinois.
%
{Dollars in thousands, except per share amounts) 2007 2006 Change
Year-End Balances
Total Assets $ 13,189,841 $ 12,040,521 9.5%
Total Deposits 10,064,099 9,710,578 3.6
Loans, Net of Unearned Income 9,179,684 7,871,471 16.6
Shareholders’ Equity 1,196,626 1,026,585 16.6
For The Year
Net Income 5 137,943 s 125,194 10.2%
Return on Average Assets 1.07% 1.06% 09
Return on Average Shareholders’ Equity 12.31% 12.52% (1.7)
Per Share
Net Income: Basic 5 1.69 4 1.58 7.0%
Diluted 1.65 1.57 7.6
Dividends 0.83 0.79 5.1
Book Value at Year End 14.54 12.98 120
Average Diluted Shares Outstanding 81,844,343 79,542,734 2.9%




B ancorp S Outh continues to innovate with customer-focused

solutions designed 16 make our products and services as convenient and accessible as
possible, An increasing number of our retail customers are using their computers to
access their accounts on-line, whether at home, at work or on the go. Our custormers also
now have the ability to connect to us by way of their cell phones, since BancorpSouth
was one of the first providers of mobile banking services in the nation.

F BancorpSouth technology
also helps provide eur
 commercial customers the
h Jarest in sophisticated
treasury and remote
deposit banking
services, enabling ou

custginers and their
companies to make their work da

mere productive.




BANCORPSOUTH

FELLOW SHAREHOLDERS

We are very pleased to report that BancorpSouth
produced strong financial and operating results for
2007. Our Company’s performance stood out from
many of our regional and national peers, whose
published results have generally reflected an
environment challenged by a slowing economy,
difficulties in the markets for energy and real estate
and a softening insurance market. Despite this
environment, BancorpSouth produced 10.2%
growth in net income for 2007 to $137.9 million and

a 7.6% increase in earnings per diluted share to $1.69.

Cur diverse lines of business combined to produce
an increase in net revenue of 10.6%, again
validating the Company’s long-term commitment to
a strategy of growing new sources of revenue
generation. Net interest revenue grew 9.6% for
2007. Contributing to this increase, loans and
leases, net of unearned income, expanded 16.6%,
due to the acquisition of The Signature Bank in
March 2007 and to solid organic growth throughout
the year. In addition, we produced low cost funding
for loan growth through ongoing initiatives to
redeploy assets, control deposit growth and
restructure the liability side of the balance sheet. As
a result, we maintained our net interest marginin a
narrow range throughout 2007 and, at 3.68% for the
full year, held it virtually even with 3.70% for 2006.

BancorpSouth’s credit quality remained strong
throughout 2007, also consistent with our results for
2006, even in a more difficult economic environment.
Net charge-offs totaled 0.14% of net loans for 2007,
slightly better than 0.15% for 2006. Nonperforming
loans were 0.32% of net loans, up two basis points
from 0.30% for 2006, while the allowance for credit
losses was 1.25% of net loans for 2007 versus 1.26%
for 2006. Furthermore, we have essentially no
exposure to the credit issues affecting the sub-
prime residential mortgage market.
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Complementing thg growth in net interest revenue,
total noninterest revenue increased 12.5% for 2007.
We remained pleasgd with the expansion of
BancorpSouth Insurance Services, which through
the second quarter of 2007, produced five
consecutive guarters of double-digit growth in
commission revenue. For the full year, commission
revenue increased 12.5% despite a softening
insurance market inthe second half of the year. We
also benefited from[15.7% growth in fee revenue
from our debit and ¢redit card business and 10.1%
growth in revenue from mortgage originations.

Strategic Positioning Supports Growth
throughout the Economic Cycle

Through the years, BancorpSouth has made
strategic decisions that today support our goals of
maintaining profit stability and growth throughout
the entire economic ¢ycle. BancorpSouth's community
oriented style of banking and the markets that we
have chosen enhance our ability to perform
consistently, Our fogus on providing comprehensive
financial services to|primarily retail and small-to-
midsize business customers has built lasting
relationships with olr core customers. Unlike the
more price competitive market for large commercial
businesses, the value proposition we provide these
customers is differentiated through additional
strengths such as outstanding service, product
sophistication and cutting edge technology.

We serve this loyal
states including so
in the country,as w
mature markets tha
sources of funding.
South and lower mi
throughout the eco
diversified economi
we have expanded

re customer base across eight
e of the fastest growing areas
Il as in a number of more
continue to be outstanding

e have found that these mid-
-West markets can grow

omic cycle because of their

s and low unemployment. As
ur geographic franchise, we
have also focused o maintaining a coherent
operating structure by entering contiguous markets
with which we are familiar. We have successfully
sustained our steady rate of expansion, entering
new markets with veteran local management teams
who are committed|to community oriented
banking, focused on profitability and expense
control and comfortable with the autonomy we
give them to make decisions locally. As a result of
this long-term strategy, we have built a unique
franchise with outstanding prospects for long-term
expansion and strorjg shareholder returns.
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BancorpSouth further enhances its ability to achieve
profit stability and long-term growth through
disciplined adherence to a conservative philosophy
that is a defining characteristic of the Company.

This philosophy recognizes that, in an industry
subject to the economic cycle and interest rate
volatility, aggressive risk taking for short-term gain is
conducive to neither long-term survival nor long-
term profitable growth.

As a result, our conservative operating approach has
become an ingrained and consistent feature of
BancorpSouth’s culture. It is expressed in lending
policies that demand high quality standards. It
drives asset/liability management strategies that are
managing interest rate risk through short
investment maturities, de-emphasizing public fund
time deposits and controlling deposit growth. Qur
strong credit quality metrics are directly attributable
to our adherence to carefully constructed policies
and to our assertive steps to promptly identify and
deal with credit issues that arise. BancorpSouth’s
well managed liquidity position and its strong
capital structure also reflect our strategic bias
toward conservative positioning. Our approach takes
discipline, especially during the growth phase of the
economic cycle, but the positioning it secures for us
in more difficult or volatile markets has enabled our
history of profit stability and steady growth.

The Company’s strategy to diversify its revenue by
expanding noninterest revenue products and
services continues to contribute substantially to our
long-term growth record. Accounting for more than
one-third of net revenue for each of the {ast five
years, noninterest revenue increased to 35.4% of net
revenue for 2007 from 34.8% for 2006. Our growing
array of noninterest revenue products and services -
key elements of our promise to be “Right Where You
Are”- strengthens our existing banking relationships
and provides access to new customers, As
noninterest revenue has grown, the diversity of
these products and services has consistently
enabled the Company to offset periods of softness
in any one product or service.
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A Focus on Proven Strengths in a Challenging
Environment for 2008

We expect a complex and challenging economic
environment for the financial services industry during
2008. Qur focus remains on our proven strategies
that have served us well through several economic
cycles, and we will continue to pursue these strategies
with appropriate care and caution. Although demand
for loans nationally is expected to reflect the weak
environment, our markets have produced meaningful
loan growth in the early months of the year. We
remain fully committed to maintaining strong credit
quality and will continue to identify and act
assertively on any credit issues that may arise.

BancorpSouth produced a 100 basis-peint
improvement in its efficiency ratio for 2007. We are
pleased with this progress given the integration of
the Signature acquisition during 2007. While we are
committed to continuously improving this important
metric, we will also continue to invest capital in the
long-term growth of the Company. In addition to
leveraging our centralized information technology
infrastructure through growth of our operations, we
are implementing a number of expense control
initiatives as a central focus of management for 2008.

We expect to continue building BancorpSouth's
capital to enhance our liquidity and to insure our
ability to seize opportunities to build shareholder
value. In this regard, we are mindful of our strong
dividend yield and our 24-year record of annual
dividend increases. With an extensive record of
successful acquisitions, we are well equipped to
evaluate appropriate opportunities that may arise in
a difficult business environment. We are focused on
sustainable growth, and any potential acquisition or
de novo initiative will undergo thoughtful and
deliberate assessment.

Solid Growth Prospects for 2008 and Beyond

For 2008, we expect to continue producing organic
loan growth across our eight-state franchise, and we
plan to open mare than a dozen new loan
production or full service branch bank offices
during the year. We will continue to leverage the
flexibility of our asset/liability management
strategies to maximize our net interest margin.
Declining interest rates have also provided
momentum to our martgage origination business.




4, Palm Coast, Florida
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Right Where You Are.

Growth Markets

1.Mobile, Alabama 5. Huntsville, Alabama 9. Port St. Lucie, Florida
2. Austin, Texas 6. Prescott, Arizona

3.Texarkana, Texas/Ark. 7. Auburn-Opelika, Alabama
8.5t. Georges, Utah 12. Atlanta, Georgia

For gver 130 years, BancorpSouth

bus delivered on our values of customer ‘

SRV, FeSpOnsiveness fo the market

plece and a dedication fo the conmnitivs

awe serve. Throngh countless howrs of

community involvement = such as

BancorpSouth employees volunieering

alt VI ncome fux assistance conters

around our region — we belp make our
communitics better places

to five and work.

Five of BancorpSouth’s markets have been included in thq
top 12 of Forbes metro GMP projected growth rankings

10.Cape Coral-Ft. Myers, Florida
11. Guifport-Biloxi, Mississippi

)

{

BandorpSouth markets include some of the largest
econdmic development profects in the country, such
as Tyyota’s construction of its eighth North

N Ametrican ussembly plant in Northeast M i:s:'rsr}opi.




As a major regional financial services company, BancorpSouth offers a comprehensive array of
sophisticated financial products and services. These belp support aur customers through every
stage of thetr lives. From a broad line of traditional banking services to an increasing array of
specialized products and services, such as insurance, investments and trust and asset
management, BancorpSouth is right where our customers are in life.

Through..

commitment to communlty
style banking - with local
decision-making, community
involvement, outstanding
_customer service and a focus
on retdil and small to mid-sized .
.busmesses we work to develop strong
customer refationships for life.




BANCORPSOUTH

While recognizing the softening insurance market,
we note the anticipated favorable impact of the
acquisition of the Insurance Network of Jonesboro,
Arkansas. Two additional insurance acquisitions have
been announced thus far in 2008: the purchase of
the property and casualty lines of business of a
major insurance broker in Springfield, Missouri,
which will operate as SMI Group, a division of
BancorpSouth Insurance Services, Inc, and the
acquisition of JIMG/IC Insurance Agency, Inc,
headquartered in Nacogdoches, Texas. JMG/IC
operates other East Texas offices in Livingston, Tyler,
Henderson and Athens, as well as in Houston, and an
office in Itasca, lltinois, a suburb of Chicago. Based on
brokerage revenues, our insurance operations were
ranked 38th in the country during 2007, according to
Business Insurance. In 2007, we were also ranked
sixth by Michael White/Symetra among commercial
banks nationwide in generating insurance brokerage
fee income. We expect these acquisitions to support
our continued progression in these rankings.

Strategically, BancorpSouth has growing
opportunities to drive profitable growth and
increased shareholder value. Our existing customers
represent tremendous potentiat for further long-
term growth, both through providing them
additional services as their needs change
throughout their lives and by introducing new
products to them, as we did in 2007 as one of the
country’s first providers of mobile banking services
over our customers’ cell phones.

We also have exciting opportunities to expand our
customer base within our existing markets. For
instance, in 2007 Toyota chose North Mississippi over
locations in numerous other states for its newest
North American manufacturing facility, a $1.3 billion
investment under construction near our
headquarters in Tupelo. The facility is expected to
create approximately 6,000 jobs for the region
directly or indirectly through the plant and related
supplier companies. Through our direct support of
Tovyota in this process, we are well positioned to
benefit from the growth opportunity this state-of-
the-art facility represents for the region.
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BancorpSouth has fuyther growth opportunities
through expansion of our business into attractive
new markets within pur existing eight-state franchise

and in contiguous st

ates. We remain at early stages

of achieving the long-term potential of expansion
into markets in Florida’s panhandle, east toward
Atlanta, in Middle Tennessee, in Missouri, in Northern
Arkansas and west tgward Dallas. As amply

demonstrated histor

cally, we have the experience

and resources to implement this growth strategy
through organic growth and thoughtful acquisitions.

Conclusion

While we credit our guccess in the tough

environment of 2007
above, our profitable

to a variety of factors discussed
growth would not have been

possible without thelexperience, skill and dedication

of team members th

roughout BancorpSouth. It is

these professionals who ultimately differentiate

BancorpSouth in the

market, and our goal is to hire,

train and retain nothing less than the best.
Speaking for all our fellow shareholders, we thank

the individuals who

romprise this great team for

their hard work in support of our customers and

each other. We also

their steadfast coung
thank you for your in

and we affirm our cd
lang-term value.

Sincerely,

(b i

Aubrey B. Patterson
Chairman and Chief |

James V. Kelley
President and Chief O

hank our Board of Directors for
el and integrity. In closing, we
vestment in BancorpSouth,
mmitment to increasing its

Executive Officer

erating Officer
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DIRECTORS AND OFFICERS

BancorpSouth, Inc. Board of Directors

Hassell H. Franklin
Chief Executive Officer
Franklin Corporation
Houston, MS

W.G."Mickey" Holliman, Jr.
Chairman

Furniture Brands
International, Inc.

St. Lauis, MO & Tupelo, M5

James V. Kelley
President and Chief
Operating Officer
BancorpSouth, Inc.
BancorpSouth Bank
FTupelo, MS

BancorpSouth, inc. Officers

Aubrey B. Patterson
Chairman and Chief
Executive Officer

James V. Kelley
President and Chief
Operating Officer

Larry G. Kirk
Retired
Tupelo, MS

Turner Q. Lashlee
Chairman
Lashiee-Rich, [nc.
Humboldt, TN

Guy W. Mitchell, [l
President

Mitchell, McNutt & Sams, P.A.

Tupelo, MS

L. Nash Allen, Jr.
Treasurer and Chief
Financial Officer

Larry D. Bateman
Executive Vice President

W. Gregg Cowsert
Executive Vice President

BancorpSouth Bank Board of Directors*

Gus J, Blass, Ml
Little Rock, AR

James D. Bryan
Woest Point, MS

James E. Campbell, (1l
Jackson, TN

Albert C.Clark
Starkville, MS

William L. Crews
Tupelo, MS

L.E. Gibens
Tupelo, M5

R.Madison Murphy
Managing Member
Murphy Family
Management, LLC

El Dorado, AR

Robert C. Nolan
Chairman

Deltic Timber Corporation
El Dorada, AR

W. Cal Partee, Jr.
Partrer

Partee Flooting Mill
Magnolia, AR

Cathy S. Freeman
Executive Vice President and
Corporate Secretary

Gary R.Harder
Executive Vice President

W. James Threadgill, Jr.
Executive Vice President

). Louis Griffin, Jr.
Laurel, MS

Warren A. Hood, Jr.
Hattiesburg, MS

Keith J. Jackson, Jr.
Little Rock, AR

* Holding company directors also serve on BancorpSouth Bank Board of Dhrectors

Aubrey B. Patterson
Chairman and Chief
Executive Officer
BancarpSouth, inc.
BancorpSouth Bank
Tupeio, M5

Alan W, Perry
Attorney at Law
Forman, Perry, Watkins,
Krutz, & Tardy

Jacksen, MS

Travis €. Staub
Retired
Fulton, M5

Gary C. Bonds
Senior Vice President

W.0. Jones
Senior Vice President

Patricia P. Lewis
Jackson, TN

George F. Middlebroak, IlI
Nacogdoches, TX

emeritus. His level-headed approach and
common sense attitude to the issues at
hand made his presence especially
welcome when challenging decisions
were to be made. We appreciate his
contributions to BancorpSouth and will
miss his valuable counsel.

In Memoriam Ben M. Stevens, Jr, was a positive
infléence on all around him and
especially BancorpSouth. For almost
three decades his insight and calm
demeanor served our Company well, as a
member of the general administrative

board of directors and as a director

Ben M. Stevens, Jr.
BancorpSouth

Director 1979 - 1993

Director Emeritus 1993 - 2008

COMPARATIVE
PERFORMANCE GRAPH

Comparison of Five-Year Cumulative Total Returns
$200 —
 BancorpSouth, Inc.

[ SNL Southeast Bank Index
O s&ps00

The SEC requires us to include in this Annual
Report a line graph that compares the yearly
percentage change in cumulative total
shareholder return on our common stock with the
cumulative total return of (i} a broad equity
market indicator and {ii} a published industry
index or peer group.To the right is a line graph
prepared by SNL Securities LC comparing the
yearly percentage change in the cumulative total
shareholder return on the common stock against
the cumulative total return of the S&P 500 index
and the SNL Southeast Bank index for a period
of five years. The SNL Southeast Bank Index is

5150 —

1 I |

12/31/06 12/31/07

$100 L ! -
12/31/02 12/31/03 12/31/04 12/31/05
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prepared by SNL Securities LC and consists of
142 publicly traded banks and hank holding
companies located in the southeastern United
States as of December 31, 2007.
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17334
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100.00
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BancorpSouth, Inc.
SNL Southeast Bank Index
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PART

ITEM 1. BUSINESS.

GENERAL

BancorpSouth, Inc. (the “Company”) is a financial holding company incorporated in 1982. Through its
principal bank subsidiary, BancorpSouth Bank (the “Bank™), the Company conducts commercial banking and
financial services operations in Mississippi, Tennessee, Alabama, Arkansas, Texas, Louisiana, Florida and
Missouri. At December 31, 2007, the Company and its subsidiaries had total assets of approximately $13.2 billion
and total deposits of approximately $10.1 billion. The Company’s principal office is located at One Mississippi
Plaza, 201 South Spring Street, Tupelo, Mississippi 38804 and its telephone number is (662) 680-2000.

The Company’s Intemnet website address is www.bancorpsouth.com. The Company makes its annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those
reports available free of charge on its website on the Investor Relations webpage under the caption “SEC Filings” as
soon as reasonably practicable after such material is electronically filed with, or furnished to, the Securities and
Exchange Commission (the “SEC”). The Company’s Internet website and the information contained therein or
connected thereto are not intended to be incorporated into this Annual Report on Form 10-K (this “Report™).

DESCRIPTION OF BUSINESS

The Bank has its principal office in Tupelo, Lee County, Mississippi, and conducts a general commercial
banking, trust and insurance business through 295 offices in Mississippi, Tennessee, Alabama, Arkansas, Texas,
Louisiana, Florida and Missouri. The Bank has grown through the acquisition of other banks and insurance agencies
and through the opening of new branches and offices.

The Bank and its subsidiaries provide a range of financial services to individuals and small-to-medium size
businesses. The Bank opetates investment services, credit insurance and insurance agency subsidiaries which
engage in investment brokerage services and sales of other insurance products. The Bank’s trust department offers
a variety of services including personal trust and estate services, certain employee benefit accounts and plans,
including individual retirement accounts, and limited corporate trust functions. All of the Company’s assets are
located in the United States and all of its revenues generated from external customers originate within the United
States.

The Company has registered the trademarks “BancorpSouth,” both typed form and design, and “Bank of
Mississippi,” both typed form and design, with the US. Patent and Trademark Office. The trademark
“BancorpSouth” will expire in 2011, and “Bank of Mississippi” will expire in 2010, unless the Company extends
these trademarks for additional 10 year periods. Registrations of trademarks with the U.S. Patent and Trademark
Office generally may be renewed and continue indefinitely, provided that the Company continues to usc these
trademarks and files appropriate maintenance and renewal documentation with the U.S. Patent and Trademark
Office at times required by the federal trademark laws and regulations.

At December 31, 2007, the Company and its subsidiaries had approximately 4,400 full-time equivalent
employees. The Company and its subsidiaries are not a party to any coliective bargaining agreements and.employee
relations are considered to be good,

COMPETITION

Vigorous competition exists in alt major areas where the Bank is engaged in business. The Bank competes
for available loans and depository accounts with state and national commercial banks as well as savings and loan
associations, insurance companies, credit unions, money market mutual funds, automobile finance companies and
financial services companies. None of these competitors is dominant in the entire area served by the Bank.

The principal areas of competition in the banking industry center on a financial institution's ability and
willingness to provide credit on a timely and competitively priced basis, to offer a sufficient range of deposit and
investment opportunities at competitive prices and maturities, and to offer personal and other services of sufficient
quality and at competitive prices. The Company and its subsidiaries believe they can compete effectively in all these
areas.




REGULATION AND SUPERVISION

The following is a brief summary of the regulatory environment in which the Company and its subsidiaries
operate and is not designed to be a complete discussion of all statutes and regulations affecting such operations,
including those statutes and regulations specifically mentioned herein. Changes in these applicable laws, and their
application by regulatory and law enforcement agencies, cannot necessarily be predicted, but could have a material
effect on the business and results of the Company and its subsidiaries.

The Company is a financial helding company regulated as such under the Bank Holding Company Act of
1956 (the “Bank Helding Company Act™) and is subject to regulation and supervision by the Board of Governors of
the Federal Reserve System (the “Federal Reserve™). The Company is required to file annual reports with the
Federal Reserve and such other information as the Federal Reserve may require. The Federal Reserve may also
conduct examinations of the Company, According to Federal Reserve policy, a financial holding company must act
as a source of financial strength to its subsidiary banks and to commit resources to support each such subsidiary.
This support may be required at times when a financial holding company may not be able to provide such support.

The Bank is incorporated under the laws of the State of Mississippi and is subject to the applicable
provisions of Mississippi banking laws and the laws of various states in which it operates, as well as federal law,
The Bank is subject to the supervision of the Mississippi Department of Banking and Consumer Finance and to
regular examinations by that department. Deposits in the Bank are insured by the Federal Deposit Insurance
Corporation (the "FDIC") and, therefore, the Bank is subject to the provisions of the Federal Deposit Insurance Act
and to examination by the FDIC. FDIC regulations require that management report annually on its responsibility
for preparing its institution’s financial statements, and establishing and maintaining an internal control structure and
procedures for financial reporting and compliance with designated laws and regulations conceming safety and
soundness. The Bank is not a member of the Federal Reserve.

The Financial Institutions Reform, Recovery and Enforcement Act of 1989 ("FIRREA™") permits, among
other things, the acquisition of savings associations by financial holding companies, irrespective of their financial
condition, and increased the deposit insurance premiums for banks and savings associations. FIRREA also provides
that commenly controlled, federally insured financial institutions must reimburse the FDIC for losses incurred by
the FDIC in connection with the default of another commonly controlled financial institution or in connection with
the provision of FDIC assistance to such a commonly controlled financial institution in danger of default.
Reimbursement liability under FIRREA is superior to any obligations to shareholders of such federally insured
institutions (including a financial holding company such as the Company if it were to acquire another federally
insured financial institution} arising as a result of their status as shareholders of a reimbursing financial institution.

The Company and the Bank are subject to the provisions of the Federal Deposit Insurance Corporation
Improvement Act of 1991 ("FDICIA"). This statute provides for increased funding for the FDIC's deposit insurance
fund and expands the regulatory powers of federal banking agencies to permit prompt corrective actions to resolve
problems of insured depository institutions through the regulation of banks and their affiliates, including financial
holding companies. Its provisions are designed to minimize the potential loss to depositors and to FDIC insurance
funds if financial institutions default on their obligations to depositors or become in danger of default. Among other
things, FDICIA provides a framework for a system of supervisory actions based primarily on the capital [evels of
financial institutions. FDICIA also provides for a risk-based deposit insurance premium structure, The FDIC
charges an annual assessment for the insurance of deposits based on the risk a particular institution poses to its
deposit insurance fund. While most of the Company’s deposits are in the Bank Insurance Fund, certain other of the
Company’s deposits which were acquired from thrifts over the years remain in the Savings Association Insurance
Fund. ‘

The Company is required to comply with the risk-based capital guidelines established by the Federal
Reserve and with other tests relating to capital adequacy that the Federal Reserve adopts from time to time. See
Note 20 to the Company’s Consolidated Financial Statements included in this Report for a discussion of the
Company’s capital amounts and ratios.

The Company is a legal entity that is separate and distinct from its subsidiaries. There are various legal
limitations on the extent to which the Bank may extend credit, pay dividends or otherwise supply funds to the .
Company or its affiliates. In particular, the Bank is subject to certain restrictions imposed by federal law, including
without limitation, sections 23A and 23B of the Federal Reserve Act, on any extensions of credit to the Company -
or, with certain exceptions, other affiliates. ,

The primary source of funds for dividends paid to the Company’s shareholders is dividends paid to the
Company by the Bank. Various federal and state laws limit the amount of dividends that the Bank may pay to the
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Company without regulatory approval. Under Mississippi law, the Bank must obtain approval of the Commissioner
of the Mississippi Department of Banking and Consumer Finance prior to paying any dividend on the Bank’s
common stock. Under FDICIA, the Bank may not pay any dividends, if after paying the dividend, it would be
undercapitalized under applicable capital requirements. The FDIC also has the authority to prohibit the Bank from
engaging in business practices that the FDIC considers to be unsafe or unsound, which, depending on the financial
condition of the Bank, could include the payment of dividends.

In addition, the Federal Reserve has the authority to prohibit the payment of dividends by a financial
hoiding company if its actions constitute unsafe or unsound practices. In 1985, the Federal Reserve issued a policy
statement on the payment of cash dividends by financial holding companies, which outlined the Federal Reserve’s
view that a financial holding company that is experiencing eamnings weaknesses or other financial pressures should
not pay cash dividends that exceed its net income, that are inconsistent with its capital position or that could only be
funded in ways that weaken its financial health, such as by borrowing or selling assets. The Federal Reserve
indicated that, in some instances, it may be appropriate for a financial holding company to etiminate its dividends.

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (“IBBEA™) permits adequately
capitalized and managed financial holding companies to acquire control of banks in states other than their home
states, subject to federal regulatory approval, without regard to whether such a transaction is prohibited by the laws
of any state. IBBEA permits states to continue to require that an acquired bank must have been in existence for a
certain minimum time period that may not exceed five years, 1BBEA prohibits a financial holding company,
following an interstate acquisition, from controlling more than 10% of the natien’s total amount of bank deposits or
30% of bank deposits in the relevant state. States retain the ability to adopt legislation to effectively raise or lower
the 30% limit. Federal banking regulators may approve merger transactions involving banks located in different
states, without regard to laws of any state prohibiting such transactions; provided, however, that mergers may not be
approved with respect to banks located in a state that, prior to June |, 1997, enacted legislation prohibiting mergers
by banks located in such state with out-of-state institutions. Federal banking regulators may permit an out-of-state
bank to open new branches in another state if such state has enacted legislation permitting interstate branching.
Affiliated institutions are authorized to accept deposits for existing accounts, renew time deposits and close and
service loans for affiliated institutions without being deemed an impermissible branch of the affiliate.

The Community Reinvestment Act of 1977 (“CRA™) and its implementing regulations provide an incentive
for regulated financial institutions to meet the credit needs of their local community or communities, including low
and moderate income neighborhoods, consistent with the safe and sound operation of such financial institutions.
The regulations provide that the appropriate regulatory authority will assess reports under CRA in connection with
applications for establishment of domestic branches, acquisitions of banks or mergers involving financial holding
companies. An unsatisfactory rating under CRA may serve as a basis to deny an application to acquire or establish
a new bank, to establish a new branch or 1o expand banking services. As of December 31, 2007, the Company had
a “satisfactory” rating under CRA.

Uinder the Gramm-Leach-Bliley Act of 1999 (the “GLBA™), banks may associate with a company engaged
principally in securities activities. The GLBA also permits a bank holding company to elect to become a “financial
holding company,” allowing it to exercise expanded financial powers. Financial holding company powers relate 1o
financial activities that are determined by the Federal Reserve to be financial in nature, incidental to an activity that
is financial in nature or complementary to a financial activity (provided that the complementary activity does not
pose a safety and soundness risk). The GLBA expressly characterizes certain activities as financial in nature,
including lending activities, underwriting and selling insurance, providing financial or investment advice, securities
underwriting, dealing and making markets in securities and merchant banking. In order to qualify as a financial
holding company, a bank helding company’s depository subsidiaries must be both well-capitalized and well-
managed and must have at least a satisfactory rating under CRA. The Company elected to become a financial
holding company during 2004. .

In addition, the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept
and Obstruct Terrorism Act of 2001, as extended and revised by the PATRIOT Improvement and Reauthorization
Act of 2005 (the “USA Patriot Act™), requires each financial institution (i) to establish an anti-money laundering
program; {ii) to establish due diligence policies, procedures and controls with respect to its private banking accounts
and correspondent banking accounts involving foreign individuals and certain foreign financial institutions; and (iii)
to avoid establishing, maintaining, administering or managing correspondent accounts in the United States for, or on
behalf of, foreign financial institutions that do not have a physical presence in any country. The USA Patriot Act
also requires that financial institutions must follow certain minimum standards to verify the identity of customers,
both foreign and domestic, when a customer opens an account. In addition, the USA Patriot Act contains a




provision encouraging cooperation among financial institutions, regulatory authorities and law enforcement
authorities with respect to individuals, entities and organizations engaged in, or reasonably suspected of engaging
in, terrorist acts or money laundering activities.

The activities of the Company and its subsidiaries are also subject to regulation under various federal laws
and regulations thereunder, including the Truth-in-Lending Act, the Equal Credit Opportunity Act, the Fair Housing
Act, the Fair Credit Reporting Act, the Electronic Funds Transfer Act and the Currency and Foreign Transactions
Reporting Act (Bank Secrecy Act), among others, as well as various state laws,

The GLBA and other federal and state laws, as well as the various guidelines adopted by the Federal
Reserve and the FDIC, provide for minimum standards of privacy to protect the confidentiality of the personal
information of customers and to regulate the use of such information by financial institutions. The Company and its
subsidiaries have adopted a customer information security program to comply with these regulatory requirements.

The Bank’s insurance subsidiaries are regulated by the insurance regulatory authorities and applicable laws
and regulations of the states in which they operate.

The Bank’s investment services subsidiary is regulated as a registered investment adviser and broker-dealer
by federal and/or state securities regulations and self-regulatory authorities.

The Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”) represents a comprehensive revision of laws
affecting corporate governance, accounting obligations and corporate reporting. The Sarbanes-Oxley Act is
applicable to all companies with equity or debt securities registered under the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). In particular, the Sarbanes-Oxley Act established: (i) requirements for audit
committees, including independence, expertise and responsibilities; (i) responsibilities regarding financial
statements for the Chief Executive Officer and Chief Financial Officer of the reporting company; (iii) standards for
auditors and regulation of audits; (iv) disclosure and reporting obligations for the reporting company and its
directors and executive officers; and (v) civil and criminal penalties for violation of the securities laws.

In addition, there have been a number of legislative and regulatory proposals that would have an impact on
the operation of financial holding companies and their bank and non-bank subsidiaries. Management is not able to
predict whether or in what form these proposals may be adopted in the future and, if adopted, what their effect will
be on the Company and its subsidiaries.

LENDING ACTIVITIES

The Bank’s lending activities include both commercial and consumer loans. Loan originations are derived
from a number of sources including direct solicitation by the Bank’s loan officers, existing depositors and
borrowers, builders, attorneys, walk-in customers and, in some instances, other lenders, real estate broker referrals
and mortgage loan companies. The Bank has established systematic procedures for approving and monitoring loans
that vary depending on the size and nature of the loan, and applies these procedures in a disciplined manner.

Commercial Lending

The Bank offers a variety of commercial loan services including term loans, lines of credit, equipment and
receivable financing and agricultural loans. A bread range of short-to-medium term commercial loans, both secured -
and unsecured, are made available to businesses for working capital (including inventory and receivables), business
expansion (including acquisition and development of real estate and improvements}), and the purchase of equipment
and machinery. At times, the Bank also makes construction loans to real estate developers for the acquisition,
development and construction of residential subdivisions.

Commercial loans are granted based on the borrower’s ability to generate cash flow to support its debt
obligations and other cash related expenses. A borrower’s ability to repay commercial loans is substantially
dependent on the success of the business itself and on the quality of its management. As a general practice, the
Bank takes as collateral a security interest in any available real estate, equipment, inventory, receivables or other
personal property, although such loans may also be made infrequently on an unsecured basis. [n many instances,
the Bank requires personal guarantees of its commercial loans to provide additienal credit support.

The Bank has had very little exposure as an agricultural lender. Crop production loans have been either
fully supported by the collateral and financial strength of the borrower, or a 90% loan guaranty has been obtained
through the Farm Service Agency on such loans.



Residential Consumer Lending

A portion of the Bank’s lending activities consists of the origination of fixed and adjustable rate residential
mortgage loans secured by owner-occupied property located in the Bank’s primary market areas. Home mortgage
lending is unique in that a broad geographic territory may be serviced by originators working from strategically
placed offices either within the Bank’s traditional banking facilities or from affordable storefront locations in
commercial buildings. [n addition, the Bank offers construction loans, second mortgage loans and home equity
lines of credit. :

The Bank finances the construction of individual, owner-occupied houses on the basis of written
underwriting and construction loan management guidelines. First mortgage construction loans are made to
contractors on both a pre-sold and a “speculation” basis. Such loans are also made to qualified individual borrowers
and are generally supported by a take-out commitment from a permanent lender. The Bank makes residential
construction loans to individuals who intend to erect owner-occupied housing on a purchased parcel of real estate.
The construction phase of these loans has certain risks, including the viability of the contractor, the contractor’s
ability to complete the project and changes in interest rates.

In most cases, the Bank sells its morigage loans with terms of 15 years or more in the secondary market
and either retains or releases the right to service those loans. The sate of mortgage loans to the secondary market
allows the Bank to manage the interest rate risks related to such lending operations, Generally, after the sale of a
loan with servicing retained, the Bank’s only involvement is to act as a servicing agent. In certain cases, the Bank
may be required to repurchase mortgage loans upon which customers have defaulted that were previously seld in
the secondary market if these loans did not meet the underwriting standards of the entity that purchased the loans,
These loans would be held by the Bank in its mortgage loan portfolio.

In most cases, the Bank requires fire, extended casualty insurance and, where appropriate, wind and hail
insurance and, where required by applicable regulations, flood insurance to be obtained by the borrower. The Bank
maintains its own errors and omissions insurance policy to protect against loss in the event of failure of a mortgagor
1o pay premiums on fire and other hazard insurance policies, Mortgage loans originated by the Bank customarily
include a “due on sale” clause giving the Bank the right to declare a loan immediately due and payable in the event,
among other matters, that the borrower sells or otherwise disposes of the real property subject to a mortgage. In
general, the Bank enforces “due on sale” clauses. Borrowers are typically permitted to refinance or repay
residential mortgage loans at their option without penalty. -

Non-Residential Consumer Lending

Non-residential consumer loans made by the Bank include loans for automobiles, recreation vehicles,
boats, personal (secured and unsecured) and deposit account secured loans. In addition, the Bank provides federally
insured or guaranteed student loans to students at universities and community colleges in the Bank’s market areas,
In most cases, the Bank sells its student loans under existing contracts and releases the right to service those loans.
Non-residential consumer loans are attractive to the Bank because they typically have a shorter term and carry
higher interest rates than those charged on other types of loans. Non-residential consumer loans, hawever, do pose
additional risks of collectability when compared to traditional types of loans granted by commercial banks such as
residential mortgage loans.

The Bank also issues credit cards solicited on the basis of applications received through referrals from the
Bank’s branches and other marketing efforts. The Bank generally has a small portfolio of credit card receivables
outstanding. Credit card lines are underwritten using conservative credit criteria, including past credit history and
debt-to-income ratios, similar to the credit policies applicable to other personal consumer loans.

The Bank grants consumer loans based on employment and financial information solicited from
prospective borrowers as well as credit records collected from various reporting agencies. Financial stability of the
borrower and credit history are the primary factors the Bank considers in granting such loans. The availability of
collateral is also a factor considered in making such loans. The Bank seeks collateral that can be assigned and has
good marketability with an adequate margin of value. The geographic area of the borrower is another consideration,
with preference given to borrowers in the Bank’s primary market areas.

OTHER FINANCIAL SERVICES
The Bank’s insurance service subsidiary serves as an agent in the sale of title insurance, commercial lines

of insurance and a full line of property and casualty, life, health and employee benefits products and services and
operates in Mississippi, Tennessee, Alabama, Arkansas, Texas, Louisiana and Missouri.




The Bank’s investment services subsidiary provides brokerage, investment advisory and asset management
services and operates in certain communities in Mississippi, Tennessee, Alabama, Arkansas, Louisiana, Texas and
Missouri,

See Note 21 to the Company’s Consolidated Financial Statements included elsewhere in this Report for
financial information about each segment of the Company, as defined by U.S. generally accepted accounting
principles.

ASSET QUALITY

Management seeks to maintain a high quality of assets through conservative underwriting and sound
lending practices. Management intends to follow this policy even though it may result in foregoing the funding of
higher yielding loans. While there is ne assurance that the Bank will not suffer losses on its loans, management
believes that the Bank has adequate underwriting and loan administration policies in place and personnel to manage
the associated risks prudently,

In an effort to maintain the quality of the loan portfolio, management seeks to minimize higher risk loans.
These loans include loans to provide initial equity and working capital to new businesses with no other capital
strength, loans secured by unregistered stock, loans for speculative transactions in stock, land or commodity
markets, loans to borrowers or the taking of collateral outside the Bank’s primary market areas, loans dependent on
secondary liens as primary collateral and non-recourse leans. To the extent risks are identified, additional
precautions are taken in order to reduce the Bank’s risk of loss. Commercial loans entail certain additional risks
because they usually involve large loan balances to single borrowers or a related group of borrowers, resulting in a
more concentrated loan portfolio. Further, because payment of these loans is usually dependent upon the successful
operation of the commercial enterprise, the risk of loss with respect to these loans may increase in the event of
adverse conditions in the economy. '

The Board of Directors of the Bank focuses much of its efforts and resources, and that of the Bank’s
management and lending officials, on loan review and underwriting policies. Loan status and monitoring is handled
through the Bank’s loan administration department. Weak financial performance is identified and monitored using
past due reporting, the internal loan rating system, loan review reports, the various loan committee functions and
periodic asset quality rating committee meetings. Senior loan officers have established a review process with the
objective of quickly identifying, evaluating and initiating necessary corrective action for substandard loans. The
results of loan reviews are reported to the Audit Committee of both the Company’s and the Bank’s Board of
Directors. This process is an integral element of the Bank’s loan program. Nonetheless, management maintains a
cautious outlook in anticipating the potential effects of uncertain economic conditions (both locally and nationaliy)
and the possibility of more stringent regulatory standards.

RECENT ACQUISITONS

On March 1, 2007, City Bancorp, a bank holding company with approximately $850 million in assets
headquartered in Springfield, Misscuri, merged with and into the Company. As a result of the merger, City
Bancorp’s subsidiary, The Signature Bank, became a subsidiary of the Company. Consideration paid to complete
this transaction consisted of 3,313,848 shares of the Company’s common stock in addition to cash paid to City
Bancorp’s shareholders in the aggregate amount of approximately $83.4 million. This transaction was accounted
for as a purchase. This acquisition was not material to the financial position or results of operations of the'
Company. Effective July 1, 2007, The Signature Bank merged with and into BancorpSouth Bank.

SELECTED FINANCIAL INFORMATION g

Set forth in this section is certain selected financial information relating to the business of the Company
and the Bank.

Distribution of Assets, Liabilities and Shareholders' Equity; Interest Rates and Interest Differential

See “lItem 7. Management’s Discussion and Analysis of Financial Condition and Results of Qperations -
Results of Operations - Net Interest Revenue” included herein for information regarding the distribution of assets, .
liabilities and shareholders® equity, and interest rates and interest differential. ‘




Analysis of Changes in Effective Interest Differential

See “[tem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations -
Results of Operations - Net Interest Revenue” included herein for information regarding the analysis of changes in
effective interest differential.

Investment Portfolio
Held-to-Maturity Securities
The foliowing table shows the amortized cost of the Bank’s held-to-maturity securities at December 31,
2007, 2006 and 2005: .
December 31
2007 2006 2005

([n thousands)

U. S. Treasury securities $ - ) 10,038 $ 5,148
U. 8. Government agency

securities 1,375,656 1,514,882 1,211,551
Taxable obligations of states

and political subdivisions 49,238 5,561 9,029
Tax-exempt obligations of states

and political subdivisions 194,021 185,932 166,776
Other securities 7,001 7,007 20,025

Total § 1,625916 $ 1,723,420 $ 1,412,529

The following table shows the maturities and weighted average yields at December 31, 2007 for the

investment categories presented above:
December 31, 20037

U.Ss. Obligations of
u.s. Government States and Weighted
Treasury Agency Political Other Average
Securities Securities Subdivisions Securities Yield

(Dollars in thousands)
Period to Maturity:

Maturing within one year  $ - $ 352,878 $ 61,676 $ 7,001 4,44%
Maturing after one year

but within five years - 821,372 44,738 - 4,64%
Maturing after five years

but within ten years - 201,406 57,747 - 5.14%
Maturing after ten years - - 79,098 - 6.08%
Total 3 - $ 1,375,656 § 243,259 $ 7,001

The yield on tax-exempt obligations of states and political subdivisions has been adjusted to a taxable
equivalent basis using a 35% tax rate.

Available-for-Sale Securities

The following table shows the book value of the Bank’s available-for-sale securities at December 31, 2007,
2006 and 2005:
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December 31

2007 2006 2005
(In thousands)

U. 8. Treasury securities 3 - $ - $ -
L. S. Government agency

securities 856,524 897,118 1,178,326
Taxable obligations of states

and political subdivisions 7,732 7,382 7,161
Tax-exempt obligations of states

and political subdivisions 78,149 95,602 117,523
Other securities 58,789 41,897 50,872

Total $ 1,001,194 § 1,041,999 § 1,353,882

The following table shows the maturities and weighted average yields at December 31, 2007 for the

investment categories presented above:

December 31, 2007

u.s. Obligations of
u.s. Government State and Weighted
Treasury Agency Political Other Average
Securities Securities Subdivisions Securities Yield
{Dollars in thousands)
Period to Maturity:
Maturing within one year  § - % 170435 5 12,952 § 10,051 3.67%
Maturing after one year
but within five years - 557,736 28,099 3,020 3.87%
Maturing after five years
but within ten years - 76,420 15,217 ) - 5.82%
Maturing after ten years - 51,933 29,613 45,718 5.66%
Total 3 - § 856524 § 85,881 58,789

$

The vield on tax-exempt obligations of states and political subdivisions has been adjusted to a taxable
equivalent basis using a 35% tax rate. See “ltem 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations — Financial Condition — Securities and Other Earning Assets™ included herein for more
information regarding the Company’s securities portfolio.

Loan and Lease Portfolio

The Bank’s loans and leases are widely diversified by borrower and industry. The table below shows the
composition of the Bank’s loans and leases by collateral type at December 31 for the years indicated. See “Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations — Financial Condition —
Loans and Leases” included herein for more information regarding the Bank’s loan and lease portfolio.
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December 31
2007 2006 2005 2004 2003
(In thousands)
Commercial and
agricultural $1,236,776 § 968,915 § 930,259 § 765,096 § 743,286
Consumer and installment
loans to individuals 450,882 388,212 388,610 415,615 533,755
Real estate mortgage 7,020,431 6,205,491 5,746,669 5,393,231 4,738,715
Lease financing 285,865 312,313 302,311 262,035 227,918
Other 233,541 42,592 33,363 29,067 23,583

Total gross loans and leases $9.227,495 §7917,523 §$7401,212 § 6,865;044 $ 6,267,257

Maturity Distribution of Loans and Leases

The maturity distribution of the Bank's loan portfolio is one factor in management's evaluation by collateral
type of the risk characteristics of the loan and lease portfolio. The following table shows the maturity distribution
of the Bank’s loans and leases net of unearned income as of December 31, 2007: -

One Year One to After
or Less Five Years Five Years
(In thousands)
Commercial and agricultural $ 678,082 $ 460,656 $ 98,038
Consumer and installment loans to individuals 246,992 167,794 35,710
Real estate mortgage 3,849,062 2,614,865 556,504
Lease financing 130,728 28,811 18,901
Qther 128,042 86,986 18,513
Total loans and leases, net of unearned income $ 5,032,906 3 3,419,112 $ 727,666

Sensitivity of Loans and Leases to Changes in Interest Rates

The interest rate sensitivity of the Bank’s loan and lease portfolio is important in the management of
effective interest differential. The Bank attempts to manage the relationship between the interest rate sensitivity of
its assets and liabilities to produce an effective interest differential that is not significantly impacted by the level of
interest rates. The following table shows the interest rate sensitivity of the Bank's loans and leases net of unearned
income as of December 31, 2007:

Fixed Variable
Rate - Rate
(In thousands)

L.oan and lease portfolio
Due after one year $ 2,402,228 $ 1,744,550

Non-Accrual, Past Due and Restructured Loans and Leases

Non-performing loans and leases consist of both non-accrual loans and leases and loans and leases that
have been restructured (primarily in the form of reduced interest rates) because of the borrower’s weakened
financial condition. The Bank’s non-performing loans and leases were as follows at December 31 for the years
indicated:




December 31

2007 2006 2005 2004 2003
(In thousands}
Non-accrual loans and leases ) 9789 % 6,603 $§ g3l6 § 12335 § 18139
Loans and leases 90 days or more past due 18,671 15,282 17,744 19,554 30,634
Restructured loans and leases 721 1,571 2,239 2,107 2,659
Total non-performing loans and leases $ 29181 $ 23456 $ 28799 § 3399 § 51432

The total amount of interest eamned on non-performing loans and leases was approximately $385,000,
$114,000, $194,000, $195,000 and $248,000 in 2007, 2006, 2005, 2004 and 2003, respectively. The gross interest
income that would have been recorded under the original terms of those loans and leases if they had not been non-
performing amounted to $964,000, $475,000, $600,000, $784,000 and $1,334,000 in 2007, 2006, 20035, 2004 and
2003, respectively.

Loans considered impaired under Statement of Financial Accounting Standards (“SFAS”) No. 114,
“Accounting by Crediters for Impairment of a Loan,” as amended by SFAS No. 118, “Accounting by Creditors for
Impairment of a Loan — Income Recognition and Disclosure,” are loans for which, based on current informatien and
events, it is probable that the creditor will be unable to collect all amounts due according to the contractual terms of
the loan agreement. The Bank’s recorded investment in loans considered impaired at December 31, 2007, 2006,
2005, 2004 and 2003 was $9,546,000, $9,087,000, $13,505,000, $11,523,000 and $13,979,000, respectively, with a
valuation allowance of $4,404,000, $4,511,000, $6,117,000, $5,279,000 and $6,854,000, respectively. The average
recorded investment in impaired loans during 2007, 2006, 2005, 2004 and 2003 was $7,976,000, $9,633,000,
$12,794,000, $14,579,000 and $15,695,000, respectively.

. The Bank's policy provides that loans and leases are generally placed in non-accrual status if, in
management’s opinion, payment in full of principal or interest is not expected or payment of principal or interest is
more than 90 days past due, unless the loan or lease is both well-secured and in the process of collection.

In the normal course of business, management becomes aware of possible credit problems in which
borrowers exhibit potential for the inability to comply with the contractual terms of their loans and leases, but which
do not currently meet the criteria for disclosure as non-performing loans and leases. Historically, some of these
loans and leases are ultimately restructured or placed in non-accrual status. At December 31, 2007, no single Joan -
or lease of material significance was known to be a potential non-performing lean or lease.

At December 31, 2007, the Bank did not have any concentration of loans or leases in excess of 10% of
total Joans and leases outstanding. Loan concentrations are considered to exist when there are amounts loaned 10 a
multiple number of borrowers engaged in similar activities, which would cause them to be similarly impacted by
economic or other conditions. The Bank conducts business in a geographically concentrated area but does not
consider this factor alone in identifying loan concentrations. The ability of the Bank’s borrowers to repay loans is
somewhat dependent upon the economic conditions prevailing in the Bank’s market area.

Summary of Credit Loss Experience

In the normal course of business, the Bank assumes risks in extending credit. The Bank manages these
risks through its lending policies, loan review procedures and the diversification of its loan portfolio. Although it is.
not possible to predict credit losses with certainly, management regularly reviews the characteristics of the loan
portfolio to determine its overall risk profile and quality.

Attention is paid to the quality of the loan portfolio through a formal loan review process. The Board of
Directors of the Bank has appointed a loan loss reserve valuation committee (the “Loan Loss Committee™) that is
responsible for ensuring that the allowance for credit losses provides coverage of both known and inherent losses.
The Loan Loss Committee considers estimates of loss for individually analyzed credits as well as factors such as
historical experience, changes in economic and business conditions and concentrations of risk in determining the
level of the allowance for credit losses. The Loan Loss Committee meets at least quarterly to determine the amount
of adjustments to the allowance for credit losses. The Loan Loss Committee is composed of senior management
from the Bank’s loan administration, lending and finance departments. Tn each period, the Loan Loss Committee
bases the allowance for credit losses on its loan classification system as well as an analysis of general economic and
business trends in the Bank’s region and nationally. See “ltem 7 Management’s Discussion and Analysis of




Financial Condition and Results of Operations — Results of Operations ~ Provisions for Credit Losses and
Allowance for Credit Losses” included herein for more information regarding the provision and the altowance for
credit losses.

Any loan or portion thereof which is classified as "loss" by regulatory examiners or which is determined by
management 10 be uncollectible because of factors such as the borrower’s failure to pay interest or principal, the
borrower's financial condition, economic conditions in the borrower's industry or the inadequacy of underlying
collateral, is charged off.

The table below presents (a) the breakdown of the allowance for credit losses by loan category and (b) the
percentage of each category in the Bank’s loan portfolio to total loans at December 31 for the years presented. The
breakdown of the allowance by loan category is based in part on evaluations of specific loan’s past history and on
economic conditions within specific industries or geographical areas. Because these conditions are subject to
change, the allocation is not necessarily indicative of the breakdown of any losses.

2007 2006 2005

% of Loans % of Loans % of Loans
Allowance in Each Allowance in Each Allowance in Each
for Category for Category for Category
Credit to Total Credit to Total Credit to Total
Loss Loans Loss Loans Loss Loans
{Dollars in thousands)
Commercial & agricultural .$ 15,109 1340 % $ 11,361 1224% % 12,171 12.57 %
Consumer & installment
loans to individuals 9,013 4.89 6,665 4.90 10,458 5.25
Real estate mortgage 88,061 76.08 77,279 78.38 75,570 77.64
. Lease financing 2,656 3.10 2,896 3.94 3,014 4.08
Other 358 2.53 633 0.54 287 (.46
Total $ 115,197 100.00 % § 98,834 100.00 % $ 101,500 100.00 %
2004 2003
% of Loans % of Loans
Allowance in Each Allowance in Each
for Category for Category
Credit to Total Credit to Total
Loss Loans Loss Loans
(Dollars in thousands)
Commercial & agricultural $ 10,143 11.14% § 12,116 11.86 %
Consumer & installment
foans to individuals 7,659 6.05 10,311 8.52
Real estate mortgage 69,572 78.56 66,161 75.61
Lease financing 2,814 3.82 2,758 3.64
Other 1,485 (.43 766 0.37
Total $ 91,673 10000 % $§ 92,112 100.00 % -

The table below sets forth certain information with respect to the Bank's loans (net of unearned income)
and the allowance for credit losses for the five years ended December 31, 2007. See “ltem 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations - Results of Operations - Provisions for
Credit Losses and Allowance for Credit Losses” included herein for more information regarding the Bank's
allowance for credit fosses.




LOANS
Average loans for the period

ALLOWANCE FOR CREDIT LOSSES
Balance, beginning of period
Loans charged off:
Commercial and agricultural
Consumer and installment loans
to individuals
Real estate mortgage
Lease financing
Total loans charged off

Recoveries:
Commercial and agriculturat
Consumer and installment loans
to individuals
Real estate mortgage
Lease financing
Total recoveries

Net charge-offs

Provision charged to operating expense
Acquisitions

Balance, end of period

RATIOS
Net charge-offs to average loans

Deposits

Deposits represent the principal source of funds for the Bank. The distribution and market share of

2007 2006

2005

2004 2003

(Dollars in thousands)

$8.784.940  $7,579.935  $7,026,009 $6,387,656  $6,276,805
$ 98834 § 101,500 $ 91,673 § 92,012 $ 87875
(2,533) (1,479) (2,172) (7,598) (7,681)
(6,393) (5,305) (7,651) (9,413) (11,895)
(7,792) (8,790) (10,187) (7,119) (4,686)
(123) (529) (423) - (479)
(16,841) (16,103) (20,433) (24,130 (24,741)
913 1,739 1,063 1,230 834

1,962 2,401 2,384 2,528 2,140
1,396 658 . 1,089 808 865

84 62 21 1 9

4,355 4,360 4,557 4,577 3,848
(12,486) (11,243) (15,876) (19,553) (20,893)
22,696 8,577 24,467 17,485 25,130
6,153 - 1,236 1,629 -

$ 115,197 § 98834 § 101,500 § 91,673 § 92,112
0.14% 0.15% 0.23% 0.31% 0.33%

deposits by type of deposit and by type of depositor are important considerations in the Bank's assessment of the
stability of its fund sources and its access to additional funds. Furthermore, management shifts the mix and maturity
of the deposits depending on economic conditions and loan and investment policies in an attempt, within set
policies, to minimize cost and maximize effective interest differential. See “ltem 7. Management’s Discussion and

Analysis of Financial Condition and Results of Operations — Financial Condition — Deposits” included herein for

more information regarding deposits made with the Bank.
The following table shows the classification of the Bank’s deposits on an average basis for the three years

ended December 31, 2007:




Year Ended Decermnber 31

2007 ) 2006 2005
Average Average Average  Average Average Average
Amount Rate Amount Rate Amount Rate
(Dollars in thousands)
Noninterest bearing demand deposits $ 1,654,149 - $1,712,934 - $ 1,523,793 -
Interest bearing demand deposits 3,191,433 2.63% 2,886,030  2.08% 2,849,190 137
| Savings deposits 718,080 1.30% 744,106 1.07% 738,555 0.81%
| Other time deposits 4,636,436  4.65% 4,211,371 4.09% 3,998,864 3.16%
| :
1 Total deposits $ 10,200,098 $9,554,441 $ 9,110,411
|

The Bank’s other time deposits of $100,000 and greater, including certificates of deposits of $100,000 and
greater, at December 31, 2007 had maturities as follows:

Maturing in Amount
{In thousands)
Three months or less $ 735,517
Over three months through six months 450,220
Over six months through 12 months 555,184
Over 12 months 316,803
Total $ 2,057,724

Return on Equity and Assets '
. Return oo average shareholders’ equity, return on average assets and the dividend payout ratios based on
net income for the three years ended December 31, 2007 were as follows:

Year Ended December 31

- 2007 2006 2003
Return on average sharcholders' equity 1231 % 1252 % 1233 %
Return on average assets 1.07 1.06 1.05
Dividend payout ratio 49.11 50.32 51.70

The Company's average shareholders’ equity as a percentage of average assets was 8.72%, 8.48% and
8.52% for 2007, 2006 and 2005, respectively. In 2007, the Company’s return on average shareholders’ equity
{which is calculated by dividing net income by average shareholders’ equity) and dividend payout ratio {which is
calculated by dividing dividends declared per share by net income per share) decreased compared to 2006 and its
return on average assets {which is calculated by dividing net income by average total assets) increased compared to
2006. See “ltem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Overview” included herein for more information regarding the Company’s net income and the calculation of return
on average shareholders’ equity and return on average assets.

Short-Term Borrowings

The Bank uses borrowed funds as an additional source of funds for growth in earning assets. Short-term
borrowings consist of federal funds purchased, flexible repurchase agreements purchased, securities sold under
repurchase agreements and short-term Federal Home Loan Bank (“FHLB") advances.

The following table sets forth, for the periods indicated, certain information about the Bank’s short-term
borrowings and the components thereof:




Federal funds purchased
Flexible repurchase agreements purchased
Securities sold under agreement to repurchase
Short-term FHLB advances

Total

Federal funds purchased
Flexible repurchase agreements purchased
Securities sold under agreement to repurchase
Short-term FHLB advances

Total

Federal funds purchased
Flexible repurchase agreements purchased
Securities sold under agreement to repurchase
Short-term FHLB advances

Total

2007

Maximum
End of Period Daily Average Outstanding
Interest [nterest at any
Balance Rate Balance Rate Month End
{Dollars in thousands)
$ 200 28 % § 39,558 53 % § 185281
- - 4,149 42 8,581
809,698 34 737,861 44 912,691
706,586 29 279,125 49 706,586
$ 1,516,484 3 1,060,693 $1,813,139
2006
Maximum
End of Period Daily Average Qutstanding
Interest Interest at any
Balance Rate Balance Rate Month End
3 2,400 48 % $ 19809 53 % § 51,450
10,957 4,1 38,237 4.0 55,875
659,081 4.5 637,026 43 715,011
200,000 5.2 111,789 5.3 325,000
$ 872,438 $ 806,861 $1,147,336
2005
Maximum
End of Period Daily Average Qutstanding
Interest Interest at any
Balance Rate Balance Rate Month End
3 2,300 3% 5§ 9,953 30 % § 45,000
59,531 4.0 12,877 38 59,556
686,308 3.4 481,238 2.6 686,308
2,000 3.8 20,874 31 62,000
$ 750,139 $ 524942 $ 852,864

Federal funds purchased generally mature the day following the date of purchase while securities sold

under agreement to repurchase generally mature within 30 days from the date of the sale.

Short-term FHLB

borrowings generally mature within 30 days folloewing the date of purchase. At December 31, 2007, the Bank had
established informal federal funds borrowing lines of credit aggregating $635 million,

Long-Term Federal Home Loan Bank Borrowings

The Bank has entered into a blanket floating lien security agreemem with the Federal Home Loan Bank
(“FHLB”) of Dallas. Under the terms of this agreement, the Bank is required to maintain sufficient collateral to
secure borrowings in an aggregate amount of the lesser of 75% of the book value (unpaid principal balance) of the
Bank’s eligible mortgage loans pledged as collateral or 35% of the Bank’s assets. At December 31, 2007, there
were no call features on long-term FHLB borrowings.

_ At December 31, 2007, the following FHLB fixed long-term advances were repayable as follows:




Final due date Interest rate Amount

(In thousands)

2009 3.40%-5.90% 5 2,627
2010 3.02%-5.86% 3,500
2011 5.28%-6.93% 2,850
2012 4.71% 1,500
Thereafter 4.69%-5.99% 78,500
Total S 88,977

ITEM 1A. RISK FACTORS.

Certain statements contained in this Annual Report may not be based on historical facts and are “forward-
locking statements”™ within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E
of the Exchange Act, as amended. These forward-looking statements may be identified by reference to a future
period(s) or by the use of forward-looking terminology, such as “anticipate,” “believe,” “estimate,” “expect,”
“predict,” “foresee,” “may,” “might,” “will,” “would,” “could” or “intend,” future or conditional verb tenses, and
variations or negatives of such terms. These forward-looking statements include, without limitation, those relating
to the expiration of ‘the Company’s trademarks, the Company’s ability 10 compete effectively, the effect of changes
in laws, governmental regulations and legislative proposals affecting financial institutions, examinations of the
Company by the Federal Reserve, Company’s operating results, growth strategies and growth opportunities, interest
earning assets and interest bearing liabilities, unsecured loans, credit card losses, commercial loans, mortgage loans,
economic conditions in the Company’s market area, internal contro! over financial reporting, maturities of held-to-
maturity securities, valuation of mortgage servicing rights, diversification of revenue stream, the Company’s policy
regarding asset quality, net interest revenue, net interest margin, interest rate sensitivity, credit quality and credit
losses, capital resources, sources of liquidity and liquidity strategies, sources of maturing loans and investment
securities, sales of loans held for sale, cash from operating activities, deposits, non-performing assets, the
Company’s ability to declare and pay dividends, future acquisitions, market risk, significant accounting policies,
underwriting and lean administration policies, indirect lending activities, market conditions, stock repurchase
program, the impact of Hurricane Katrina, allowance for credit losses, financial condition of the Company’s
borrowers, off-balance sheet arrangements, pension and other post-retirement benefit amounts, loans in the Bank’s
consumer finance subsidiary, expansion of products and services offered by the Company’s insurance agencies,
charge-offs, legal and regulatory limitations and compliance, junior subordinated debt securities and the effect of
certain legal claims and pending lawsuits.

We caution you not to place undue reliance on the forward-looking statements contained in this Annual Report
in that actual results could differ materially from those indicated in such forward-looking statements due to a variety
of factors. These factors include, but are not limited to, the following:

L

»  The ability of the Company to increase noninterest revenue and expand noninterest revenue business;

Changes in general business or economic conditions or government fiscal and monetary policies;

Fluctuations in prevailing interest rates and the effectiveness of the Company’s interest rate hedging

strategies;

The ability of the Company to maintain credit quality;

The ability of the Company to provide and market competitive products and services;

Changes in the Company’s operating or expansion strategy;

Geographic concentration of the Company’s assets and susceptibility to economic downturns in that area;

The availability of and costs associated with maintaining and/or obtammg adequate and timely sources of

liquidity;

» Laws and regulations affecting financial institutions in general;

s The ability of the Company to operate and integrate new technology;

¢ The ability of the Company to manage its growth and effectively serve an expanding customer and market
base; R

»  The ability of the Company to attract, train and retain qualified pefsonnel;

= Changes in consumer preferences;

18




The ability of the Company to repurchase its common stock on favorable terms;

The ability of the Company to collect amounts due under toan agreements and to attract deposits;
Legislation and court decisions related to the amount of damages recoverable in legal proceedings;
Possible adverse rulings, judgments, settlements and cther outcomes of pending litigation; and
Other factors generally understood to affect the financial results of financial services companies.

The Company undertakes no obligation to update its forward-looking statements to reflect events or
circumstances that occur after the date of this Report.

In addition to the factors listed above that could influence our forward-looking statements, management
believes that the risk factors set forth below should be considered in evaluating the’Company’s business. Other
relevant risk factors are outlined below and may be supplemented from time to time in the Company’s press releases
and filings with the Securities and Exchange Commission.

We realize net interest income primarily from the difference between interest earned on loans and
investments and interest paid on deposits and borrowings, and changes in interest rates may adversely affect
our profitability and assets.

Changes in prevailing interest rates may hurt our business. We derive our net interest income mainly from
the difference or spread between the interest eamned on loans, securities and other interest-earning assets, and
interest paid on deposits, borrowings and other interest-bearing liabilities. In general, the larger the spread, the more
we earn. When market rates of interest change, the interest we receive on our assets and the interest we pay on our
liabilities will fluctuate. This can cause decreases in our spread and can adversely affect our income.

Interest rates affect how much money we can lend. For example, when interest rates rise, the cost of
borrowing increases and loan originations tend to decrease. In addition, changes in interest rates can affect the
average life of loans and investment securities. A reduction in interest rates generally results in increased
prepayments of loans and mortgage-backed securities, as borrowers refinance their debt in order to reduce their
borrowing cost. This causes reinvestment risk, because we generally are not able to reinvest prepayments at rates
that are comparable to the rates we eamed on the prepaid loans or securities. Changes in market interest rates could
also reduce the value of our financial assets. If we are unsuccessful in managing the effects of changes in interest
rates, our financial condition and results of operations could suffer.

Changes in interest rates could have an adverse impact on our results of operations and financial condition.

Our earnings and financial condition are dependent to a large degree upon net interest income, which is the -
difference between interest earned from loans and investments and interest paid on deposits and borrowings. The
narrowing of the spread between interest earned on loans and investments and interest paid on deposits and
borrowings could adversely affect our earnings and financial condition.

Interest rates are highly sensitive to many factors including:

The rate of inflation;

Economic conditions;

Federal monetary policies; and

Stability of domestic and foreign markets.

Changes in market interest rates will also affect the level of prepayments on loans as well as the payments
received on mortgage backed securities, requiring the reinvestment at lower rates than the loans or securities were
paying.

The Bank originates a significant amount of residential mortgage loans for sale and for our portfolio. The -
origination of residential mortgage loans is highly dependent on the local real estate market and the level of interest
rates. Increasing interest rates tend to reduce the origination of loans for sale and consequently fee income, which
we report as gain on sale of loans. Conversely, decreasing interest rates have the effect of causing clients 10
refinance mortgage loans faster than anticipated. This causes the value of mortgage servicing rights on the loans
sold to be lower than originally anticipated. If this happens, the Company may be required to write down the value
of our mortgage servicing rights faster than anticipated, which will increase expense and lower earnings.

Monetary policies and economic factors may limit our ability to attract deposits or make loans,

The monetary policies of lederal regulatory autherities, particularly the Federal Reserve, and economic
conditions in our service area and the United States generally, affect our ability to attract deposits and extend loans.
We cannot predict either the nature and timing of any changes in these monetary policies and economic conditions,
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including the Federal Reserve's interest rate policies, or their impact on our financial performance. The banking
business is subject to various material business risks, which may become maore acute in periods of economic
slowdown or recession. During such periods, foreciosures generally increase and such conditions could also lead to
a potential decline in deposits and demand for loans.

Our allowance for credit losses may not be adequate to cover actual credit losses.

We make various assumptions and judgments about the collectibility of our loan and lease portfolio and
provide an allowance for potential losses based on a number of factors. 1f our assumptions or judgments are wrong,
our ailowance for credit losses may not be sufficient to cover our actual losses, which could have an adverse effect
on our operating results, and may also cause us to increase the allowance in the future. Further, our net income
could decrease for any period in which we add additional amounts to our allowance for credit losses.

Hurricanes or other adverse weather events could negatively affect local economies where we maintain
branch offices or cause disruption or damage to our branch office locations, which could have an adverse
effect on our business or results of operations.

We have operations in Mississippi, Alabama, Louisiana, Texas and Florida, which include areas
susceptible to hurricanes or tropical storms. Such weather conditions can disrupt our operations, result in damage to
our branch office locations or negatively affect the local economies in which we operate. In late August 2005,
Hurricane Katrina devastated parts of the Mississippi Gulf Coast, causing substantial damage to residences and
businesses in these areas, including 13 of our banking locations. We cannot predict whether or to what extent
damage caused by future hurricanes or storms will affect our operations or the economies in our market areas, but
such weather conditions could result in a decline in loan originations and an increase in the risk of delinquencies,
foreclosures or loan losses. Our business or results of operations may be adversely affected by these and other
negative effects of devastating hurricanes or storms.

Our operations are subject to extensive governmental regulation.

BancorpSouth, Inc. is a financial holding company under the Bank Holding Company Act and
BancorpSouth Bank is a Mississippi state banking corporation. Both are subject to extensive governmental
regulation, legislation and control. These laws and regulations limit the manner in which we operate, inciuding the
amount of loans we can originate, interest we can charge on loans and fees we can charge for certain services. We
cannot predict whether, or the extent to which, the government and governmental organizations may change any of
these laws or controls. We also cannot predict how such changes would adversely affect our business and
prospects.

We face risks in connection with completed or potential acquisitions.

Historically, we have grown through the acquisition of other financial mstlrut:ons as well as the
development of de novo offices. [f appropriate opportunities present themselves, we intend t¢ pursue additional
acquisitions in the future that we believe are strategic. There can be no assurance that we will be able to identify,
negotiate or finance future acquisitions successfully or integrate such acquisitions with our current business.

Upon completion of an acquisition, we are faced with the challenges of integrating the operations, services,
products, personnel and systems of acquired companies into our business, which may divert management’s attention
from ongoing business operations. We cannot assure you that we will be successful in effectively integrating any
acquisition into the operations of our business, Moreover, there can be no assurance that the anticipated benefits of
any acquisition will be realized.

The success of our acquisitions is dependent on the continued employment of key employees. If acquired
businesses do not meet projected revenue targets, or if certain key employees were to leave, we could conclude that
the value of the businesses has decreased and that the related goodwill has been impaired. If we were to conclude
that goodwill has been impaired, it would result in an impairment of goodwill charge to us, which would adversely
affect our results of operations.

Issuing additional shares of our common stock to acquire other banks, bank holding companies, financial
holding companies and insurance agencies may result in dilution for existing shareholders and may adversely
affect the market price of our stock.

In connection with our growth strategy, we have issued, and may issue in the future, shares of our common
stock to acquire additional banks, bank holding companies, financial holding companies and insurance agencies.
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Resales of substantial amounts of common stock in the public market and the potential of such sales could adversely
affect the prevailing market price of our common stock and impair our ability to raise additional capital through the
sale of equity securities. We usually must pay an acquisition premium above the fair market value of acquired
assets for the acquisition of banks, bank holding companies, financial holding companies and insurance agencies.
Paying this acquisition premium, in addition to the dilutive effect of issuing additional shares, may also adversely
affect the prevailing market price of our common stock.

Our ability to declare and pay dividends is limited by law.

We derive our income solely from dividends received from owning the Bank’s common stock. Federal
and state law limit the Bank’s ability to declare and pay dividends. [n addition, the Federal Reserve may impose
restrictions on our ability to declare and pay dividends on our common stock.

Our growth strategy includes risks that could have an adverse effect on financial performance.

A significant element of our growth strategy is the acquisition of additional banks, bank holding
companies, financial holding companies and insurance agencies in order to achieve greater economies of scale. We
cannot assure you that the current level of growth opportunities will continue to exist, that we will be able to acquire
banks, insurance agencies, bank holding companies and financial holding companies that satisfy our criteria or that
any such acquisitions will be on terms favorable to us. Further, our growth strategy requires that we continue to
hite qualified personnel, while concurrently expanding our managerial and operational infrastructure. We cannot
assure you that we will be able 1o hire and retain qualified personnel or that we will be able to successfully expand
our infrastructure to accommodate future acquisitions or growth. As a result of these factors, we may not realize the
expected economic benefits associated with our acquisitions. This could have a material adverse effect on our
financial performance.

Diversification in types of financial services may adversely affect our financial performance.

As part of our business strategy, we may further diversify our lines of business into areas that are not
traditionally associated with the banking business. As a resuit, we would need to manage the development of new
business lines in which we have not previously participated. Each new business line would require the investment
of additional capital and the significant involvement of our senior management to develop and integrate the service
subsidiaries with our traditional banking operations. We can offer no assurances that we will be able to develop and
integrate new services without adversely affecting our financial performance.

We compete with other financial holding companies, bank holding companies, banks, insurance and financial
services companies.

The banking business is extremely competitive in our service areas in Mississippi, Tennessee, Alabama,
Arkansas, Texas, Louisiana, Florida and Missouri, We compete, and will continue to compete, with well-
established banks, credit unions, insurance agencies and other financial institutions, some of which have
significantly greater resources and lending limits. Some of our competitors provide certain services that we do not
provide.

Anti-takeover provisions may discourage a change of our control.

Our governing documents and certain agreements to which we are a party contain provisions which make a
change-in-control difficult to accomplish, and may discourage a potential acquirer. These include a sharcholder
rights plan, or “poison pill,” a classified or “staggered” Board of Directors, change-in-control agreements with
members of management and supermajority voting requirements. These anti-takeover provisions may have an .
adverse effect on the market for our common stock. -

Securities that we issue, including our common stock, are not FDIC insured.

Securities that we issue, including our common stock, are not savings or deposit accounts or other
obligations of any bank and are not insured by the FDIC, the Bank Insurance Funds, any other governmental agency
or instrumentality or any private insurer and are subject to investment risk, including the possible loss of principal

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.
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ITEM 2. PROPERTIES.
The physical properties of the Company are held by its subsidiaries as follows:

a, BancorpSouth Bank - The main office is located at One Mississippi Plaza, 201 South Spring
Street in the central business district of Tupelo, Mississippi in a seven-floor, modern, glass,
concrete and steel office building owned by the Bank. The Bank occupies approximately 75% of
the space, with the remainder leased to various unaffiliated tenants.

The Bank owns 240 of its 272 branch banking facilities. The remaining 32 branch banking
facilities are occupied under leases with unexpired terms ranging from one to 11 years. The Bank
also owns other buildings that provide space for computer operations, lease servicing, mortgage
lending, warehouse needs and cther general purposes. '

The Bank considers all its buildings and leased premises to be in good condition The Bank also
owns several parcels of property acquired under foreclosure. Ownership of and rentals on other
real property by the Bank are not material.

b. BancorpSouth Insurance Services, Inc. - This wholly-owned subsidiary of the Bank owns four'of
the 14 offices it occupies. It leases ten offices that have unexpired terms varying in duration from
one to nine years.

ITEM 3. LEGAL PROCEEDINGS.

The Company and its subsidiaries are engaged in lines of business that are heavily regulated and involve a
large volume of financial transactions with numerous customers through offices in eight states, Although the
Company and its subsidiaries have developed policies and procedures to minimize the impact of legal
noncompliance and other disputes, litigation presents an ongoing risk.

The Company and its subsidiaries are defendants in various lawsuits arising out of the normal course of
business, including claims against entities to which the Company is a successor as a result of business combinations.
In the opinion of management, the ultimate resolution of such matters should not have a material adverse effect on
the Company’s consolidated financial position or results of operations. Litigation is, however, inherently uncertain,
and the Company cannot make assurances that it will prevail in any of these actions, nor can it estimate with
reasonable certainty the amount of damages that it might incur,

The Company reported litigation expense of approximately $2.3 million in 2007 due to legal and other
accruals established relative to the Company’s proportionate share of projected Visa, Inc.’s litigation charges. These
reserves pertain to Visa, Inc.’s settlement with American Express, as well as other pending Visa, Inc. litigation and
was based on information available from Visa, Inc. and other member banks. The Bank, as a member of Visa, Inc.
is obligated to share in certain liabilities associated with Visa, Inc.’s settled and pending litigation.

ITEM 4. SUBMISSION OF MATTERS TO A YOTE OF SECURITY HOLDERS.

No matter was submitted to a vote of the Company’s security holders during the fourth quarter of 2007.
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PART II

ITEM S. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

MARKET FOR COMMON STOCK

The common stock of the Company trades on the New York Stock Exchange under the symbol “BXS.”
The following table sets forth, for the quarters indicated, the range of sale prices of the Company’s common stock
as reported on the New York Stock Exchange:

High " Low
2007 Fourth § 2578 $ 2119
Third 26.50 21.75
Second 25.55 23.22 ) .
First 2756 . 23.51 )
2006 Fourth $ 2832 ‘ $ 24.61
Third 28.60 26.03 ¢
Second 27.25 " , 23.60
First 24.69 21.78

HOLDERS OF RECORD

As of February 21, 2008, there were 9,346 shareholders of record of the Company’s common stock.

DIVIDENDS

The Company declared cash dividends each quarter in an aggregate annual amount of $0.83 per share
during 2007 and $0.79 per share during 2006. Future dividends, if any, will vary depending on the Company’s
profitability, anticipated capital requirements and applicable federal and state regulations. See “ltem 1. Business - |
Regulation and Supervision” and Note 16 to the Company’s Consolidated Financial Statements included elsewhere
in this Report for more information on restrictions and limitations on the Company’s ability to pay dividends.

ISSUER PURCHASES OF EQUITY SECURITIES

The Company made the following purchases of its common stock during the three months ended December
31, 2007:




Total Number of

Maximum Number of

Shares Purchased Shares that May
Total Number as Part of Publicly Yet be Purchased
of Shares Average Price Announced Plans Under the Plans
Period Purchased Paid per Share or Programs (1) or Programs
October 1 - October 31 - 3 - - 2,668,000
November 1 - November 30 113,700 2222 113,700 2,554,300
December | - December 31 - - - 2,554,300
Total 113,700
(1) OnMarch 21, 2007, the Company announced a stock repurchase program pursuant to which the Company may purchase up

to three mitlion shares of its common stock during the period between May 1, 2007 and April 30, 2009. During the three
months ended December 31, 2007, the Company terminated no repurchase plans or programs and no such plans or programs

expired.

ITEM 6. SELECTED FINANCIAL DATA.

The table below sets forth the Company’s selected financial and operating data. When reviewing this
selected financial and operating data, it is important that you read along with it the historical financial statements
and related notes included elsewhere in this Report, as well as the section of this Report captioned “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations™ for, among other things,
a discussion of accounting changes and business combinations.

Eamnings Summary:
Interest revenue b
Interest expense

Net interest revenue
Provision for credit losses

Net interest revenue, after
provision for credit losses

Noninterest revenue

Noninterest expense

Income before income taxes
Income tax expense

Net incotne $

Year Ended December 31
2007 2006 2005 2004 2003
{In thousands}
801,242 $ 681,891 & 559936 § 497629 § 526911
378,343 296,092 204,379 163,837 175,805
422 899 385,799 355,557 333,792 351,100
22,696 8,577 24,467 17,485 25,130
400,203 377,222 331,090 316,307 325,976
231,799 206,094 198,812 183,519 190,086
428,058 393,154 362,102 342,945 322,594
203,944 190,162 167,800 156,881 193,468
66,001 64,968 52,601 46,261 62,334
137,943  § 125194 § 115199 § 110,620 § 131,134
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Year Ended December 31

2007 2006 2005 2004 2003

Per Share Data; {Dollars in thousands, except per share amounts)
Net income: Basic $ 1.69 § 158§ 1.47 $1.44 $1.69

Dilsted 1.69 1.57 1.47 1.43 1.68
Cash dividends 0.83 0.79 0.76 0.73 0.66
Book value 14.54 12.98 12.33 11.74 11.15
Balance Sheel - Year-End Balances:
Total assets 513,189,841  $12,040,521  $11,768,674  $10,848,193  $10,305,035
Total securities 2,627,110 2,765,419 2,766,411 2,988,407 3,081,681
Loans, net of unearned income 9,179,684 7,871,471 7,363,555 6,836,698 6,233,067
Total deposits 10,064,099 9,710,578 9,607,258 9,059,091 8,599,128
Long-term debt 88,977 135,707 137,228 141,094 138,498
Total shareholders' equity i 1,196,626 1,026,585 977,166 916,428 868,906
Selected Ratios:
Return on average assets 1.07% 1.06% i.05% 1.05% 1.28%
Return on average equity 12.31% 12.52% 12.33% 12.67% 15.50%

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

OVERVIEW

The Company is a regional financial holding company with approximatety $13.2 billion in assets
headquartered in Tupelo, Mississippi. The Company’s wholly-owned banking subsidiary has commercial banking
operations in Mississippi, Tennessee, Alabama, Arkansas, Texas, Louisiana, Florida and Missouri. The Bank and
its consumer finance, credit insurance, insurance agency and brokerage subsidiaries provide commercial banking,
leasing, mortgage origination and servicing, insurance, brokerage and trust services to corporate customers, local
governments, individuals and other financial institutions through an extensive network of branches and offices.

Management’s discussion and analysis provides a narrative discussion of the Company’s financial
condition and results of operations for the previous three years. For a complete understanding of the following
discussion, you should refer to the Consolidated Financial Statements and related Notes presented elsewhere in this
Report. This discussion and analysis is based on reported financial information, and certain amounts for prior years
have been reclassified to conform with the current financial statement presentation. The informatien that follows is
provided to enhance comparability of financial information between years and to provide a better understanding of
the Company’s operations,

As a financial holding company, the financial condition and operating results of the Company are heavily
influenced by economic trends nationally and in the specific markets in which the Company’s subsidiaries provide
financial services. Most of the revenue of the Company is derived from the operation of its principal operating
subsidiary, the Bank. The financial condition and operating results of the Bank are affected by the level and
volatility of interest rates en loans, investment securities, deposits and other borrowed funds, and the impact of
economic downturns on loan demand and creditworthiness of existing borrowers, The financial services industry is
highly competitive and heavily regutated. The Company’s success depends on its ability to compete aggressively
within its markets while maintaining sufficient asset quality and cost controls to generate nel income.

The table below summarizes key indicators of the Company’s financial performance for the years ended
December 31, 2007, 2006 and 20035,
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{Dollars in thousands, except per share amounts) 2007 % Change 2006 % Change 2005

Net income $137,943 10.2 %  S$125,194 8.7 % 3115199
Net income per share:  Basic $ 1.69 7.0 $§ 158 7.5 $ 147
Diluted $ 169 7.6 $ 157 6.8 $ 147
Return on average assets 1.07% 1.1 1.06% 1.0 1.05%
Return on average shareholders' equity 12.31% (1.7) 12.52% 1.5 12.33%

The increase in the Company’s net tncome for 2007 when compared to 2006 was primarily attributable to
the increase in its net interest revenue. The primary source of revenue for the Company is the amount of net interest
revenue earned by the Bank. .Net interest revenue is the difference between interest earned on loans and
investments and interest paid on deposits and other obligations. Net interest revenue for 2007 was $422.9 million,
compared 1o $385.8 million for 2006 and $355.6 million for 2003. Net interest revenue is affected by the general
leve! of interest rates, changes in interest rates and changes in the amount and composition of interest earning assets
and interest bearing liabilities. The Company’s long-term objective is to manage those assets and Habilities to
maximize net interest revenue, while balancing interest rate, credit, liquidity and capital risks. In 2007, net interest
revenue was significantly impacted by the acquisition of The Signature Bank in the first quarter of 2007. Also in
2007, the Company’s net interest revenue continued to be positively impacted by increases in interest rates earned
on loans and investment securities as well as the increased loan demand throughout most of the Bank’s markets and
the Company’s continued focus on funding this growth with maturing investment securities and lower-cost
liabilities.

While the increase in net interest revenue in 2007 compared to 2006 positively impacted net income, the
provision for credit losses increased in 2007 when compared to 2006, negatively impacting net income. The
increase in the provision for credit losses for 2007 was a result of the loan growth experienced during 2007 as well
as a result of the reduction in credit reserves related to Hurricane Katrina in 2006. During 2005, the Company
increased its provision by $7.6 million related to the expected impact of Hurricane Katrina on the Mississippi Gulf
Coast region. Because the actual effect of Hurricane Katrina on the Company’s customers was less than what was
originally estimated in 2005, the Company reversed $5.9 million of the allowance for credit losses that was related
to Hurricane Katrina during 2006. Net charge-offs remained fairly stable in 2007 at 0.14% of average loans after
decreasing 10 0.15% of average loans in 2006 from 0.23% of average loans in 2005 as a result of improved asset
quality. Because mortgage lending decisions are based on conservative lending policies, the Company continues to
have nominal exposure, approximately $329,000 as of December 31, 2007, to the credit issues affecting the sub-
prime residential mortgage market. ~

The Company has taken steps to diversify its revenue stream by increasing the amount of revenue received
from mortgage lending operations, insurancé agency activities, brokerage and securities activities and other
activities that generate fee income. Management believes this diversification is important to reduce the impact of
fluctuations in net interest revenue on the overall operating results of the Company. Noninterest revenue for 2007
was $231.8 million, compared to $206.1 million for 2006 and $198.8 million in 2005. One of the primary
contributors to noninterest revenue in 2007 was the increase in insurance commissions. Insurance commmissions
increased 12.5% in 2007 compared to 2006 afier increasing 15.3% in 2006 compared to 2005 as a result of the
increase in policies written in 2007 and 2006, including substantial new business generated in the Mississippi Gulf
Coast region, coupled with higher policy premiums. Debit card, credit card and merchant fees increased in 2007
compared to 2006 as a result of an increase in the numerical and monetary volume of items processed. Service
charges on deposit accounts increased in 2007 compared to 2006 because of higher volumes of items processed and
growth in the number of deposit accounts: Noninterest revenue in 2007 was also positively impacted by gains of
$3.4 miltion related to the sale or redemption of a portion of the Company’s MasterCard common stock holdings.

Noninterest expense for 2007 was $428.1 million, an increase of 8.9% from $393.2 million for 2006,
which was an increase of 8.6% from $362.1 million for 2005. The increases in noninterest expense primarily
resulted from additional salaries and employee benefits associated with the acquisitions of two banks since
December 2005 and increased occupancy costs from opening new offices during 2007 and 2006 as the Company
continued to reinvest by expanding its branch and ATM networks while systems and operational consolidation
efforts continued, The Company completed the acquisition of City Bancorp on March 1, 2007. City Bancorp’s
banking subsidiary, The Signature Bank, merged with and into the Bank on July 1, 2007. The Company completed
the acquisition of American State Bank Corporation on December 1, 2005. Pursuant to the merger, American State
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Bank Corporation’s banking subsidiary, American State Bank, merged with and into the Bank. Income tax expense
was $66.0 million in 2007, $65.0 million in 2006 and $52.6 million in 2003. Income tax expense increased in 2007
primarily as a result of an increase in pretax income in 2007 while income tax expense increased in 2006 primarily
as a result of an increase in the provision for income taxes of $6.8 million due to a statutory limitation that
prevented the Company from recovering excess income taxes paid in prior years. The major components of net
income are discussed in more detail in the vartous sections that follow.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company’s consolidated financial statements are prepared in accordance with accounting princip]‘es
generally accepted in the United States, which require the Company to make estimates and assumptions (see Note |
to the Company’s Consolidated Financial Statements included elsewhere in this Report). The Company believes
that its determination of the allowance for credit losses, the valuation of mortgage servicing rights and the
estimation of pension and other post retirement benefit amounts involve a higher degree of judgment and
complexity than the Company’s other significant accounting policies. Further, these estimates can be materially
impacted by changes in market conditions or the actual or perceived financial condition of the Company’s
borrowers, subjecting the Company to significant volatility of earnings.

Allowance for Credit Losses

The allowance for credit losses is established through the provision for credit Josses, which is a charge
against earnings. Provisions for credit losses are made to reserve for estimated probable losses on loans. The
allowance for credit losses is a significant estimate and is regularly evaluated by the Company for adequacy by
taking into consideration factors such as changes in the nature and volume of the loan portfolioe; trends in actual and
forecasted portfolio credit quality, including delinquency, charge-off and bankruptey rates; and current economic
conditions that may affect a borrower’s ability to pay. In determining an adequate allowance for credit losses,
management makes numerous assumptions, estimates and assessments. The use of different estimates or
assumptions could produce different provisions for credit losses. See “ltem 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Results of Operations — Provisions for Credit Losses
and Allowance for Credit Losses” included herein for more information. At December 31, 2007, the allowance for
credit losses was $115.2 million, representing 1.25% of total loans and leases at year-end.

Mortgage Servicing Rights

The Company recognizes as assets the rights to service mortgage loans for others, known as morigage
servicing rights (“MSRs™). Prior to the Company’s adoption of SFAS No. 156 “Accounting for Servicing of
Financial Assets — an amendment of FASB Statement No. 140,” MSRs were capitalized based on the relative fair
value of the servicing right and the mortgage loan on the date the mortgage loan is sold. As a result of the
Company’s adoption of SFAS No. 156 on January 1, 2006, the Company carries MSRs at fair value with
subsequent remeasurement of MSRs based on change in fair value. In determining the fair value of MSRs, the
Company utilizes the expertise of an independent third party. An estimate of the fair value of the Company’s MSRs
is determined by the independent third party utilizing assumptions about factors such as mortgage interest rates,
discount rates, mortgage loan prepayment speeds, market trends and industry demand. This estimate and the
assumptions used by the idependent third party to arrive at the estimate are reviewed by management. Because the
valuation is determined by using discounted cash flow models, the primary risk inherent in valuing the MSRs is the
impact of fluctuating interest rates on the estimated life of the servicing revenue stream. The use of different
estimates or assumptions could also produce different fair values. The Company does not hedge the change in fair
value of MSRs and, therefore, the Company is susceptible to significant fluctuations in the fair value of its MSRs in
changing interest rate environments. At December 31, 2007, the Company’s mortgage servicing asset was valued at
$32.5 million. ;
Pension and Postretirement Benefits

Accounting for pension and other postretirement benefit amounts is another area where the accounting
guidance requires management to make various assumptions in order to appropriately value any related asset or
liability. Estimates that the Company makes to determine pension-related assets and liabilities include actuarial
assumptions, expected long-tern1 rate of return on plan assets, rate of compensation increase for participants and
discount rate. Estimates thal the Company makes to determine asset and liability amounts for other postretirement
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benefits include actuarial assumptions and a discount rate, Changes in these estimates could impact earnings. For
example, lower expected long-term rates of return on plan assets could negatively impact earnings, as would lower
estimated discount rates or higher rates of compensation increase. In estimating the projected benefit obligation,
actuaries must make assumptions about such factors as mortality rate, turnover rate, retirement rate, disability rate
and the rate of compensation increases. The Company accounts for the over-funded or under-funded status of its
defined benefit and postretirement plans as an asset or liability in its consolidated balance sheets and recognizes
changes in that funded status in the year in which the changes occur through comprehensive income as required by
SFAS No. 158 “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an
amendment of SFAS No. 87, 88, 106 and 132R” which was adopted on December 31, 2006. The adoption of SFAS
No. 158 had no material impact on the regulatory requirements for capital of the Company. In accordance with
SFAS No. 87, “Employers’ Accounting for Pensions,” the Company calculates the expected return on plan assets
each year based on the balance in the pension asset portfolio at the beginning of the year and the expected long-term
rate of return on that portfolio. In determining the reasonableness of the expected rate of return, the Company
considers a variety of factors including the actual return earned on plan assets, historical rates of return on the
various asset classes of which the plan portfolio is comprised and current/prospective capital market conditions and
economic forecasts. The Company used an expected rate of return of 8% on plan assets for 2007. The discount rate
is the rate used to determine the present value of the Company’s future benefit obligations for its pension and other
postretirement benefit plans. The Company determines the discount rate to be used to discount plan liabilities at the -
measurement date with the assistance of our actuary using the Citigroup Pension Liability Curve, The Company
developed a level equivalent yield using the expected cash flows from the BancorpSouth, Inc. Retirement Plan
based on the December 31, 2007 Citigroup Pension Discount Curve. The Citigroup Pension Liability Curve is
published on the Society of Actuaries website along with a background paper on this interest rate curve, Based on
this analysis, the Company established its discount rate assumption for determination of the projected benefit
obligation of the pension plans at 6.33% based on a December 31, 2007 measurement date.

RESULTS OF OPERATIONS

Net Interest Revenue

Net interest revenue increased 9.6% to $422.9 miilion in 2007 from $385.8 million in 2006, which
represented an increase of 8.5% from $355.6 million in 2005. The increase in net interest revenue for 2007 and
2006 is related to the combination of growth in loans and the Company’s continued focus on funding this growth
with maturing investment securities and lower-cost liabilities. The increase in net interest revenue for 2007 was
also attributed to the acquisition of The Signature Bank during the first quarter of 2007. Net interest revenue is the
difference between interest revenue earned on assets such as loans, leases and securities, and interest expense paid
on liabilities such as deposits and borrowings, and continues to provide the Company with its principal source of
revenue, Net interest revenue is affected by the general level of interest rates, changes in interest rates and changes
in the amount and composition of interest earning assets and interest bearing liabilities. The Company’s long-term
objective is to manage interest. earning assets and interest bearing liabilities to maximize net interest revenue, while
balancing interest rate, credit, liquidity and capital risks. For purposes of the following discussion, revenue from
tax-exempt loans and investment securities has been adjusted to a fully taxable equivalent basis, using an effective
tax rate of 35%.

Interest revenue increased 17.2% to $811.2 million in 2007 from $692.0 million in 2006, which
represented an increase of 21.6% from $569.1 million in 2005. The increase in interest revenue during 2007 was
attributable to a 9.7% increase in average interest earning assets to $11.7 billion in 2007 and an increase in the yield
of those assets of 44 basis points to 6.90% in 2007. The acquisition of The Signature Bank in the first quarter of
2007 was the primary contributor to the increases in interest revenue and average interest eamming assets in 2007
when compared to 2006. The increase in asset yields in 2007 when compared to 2006 resulted from increased loan
demand with the Company funding this loan demand with maturing lower interest rate securities. The increase in
interest revenue during 2006 was attributable to a 6.9% increase in average interest earning assets to $10.7 billion in
2006 and an increase in the yield of those assets of 78 basis points to 6.46% in 2006. The increase in interest
revenue during 2005 was attributable to a 2.8% increase in average interest earning assets to $10.0 billion in 2005
and an increase in the yield of those assets of 48 basis points to 5.68% in 2003, :

Interest expense increased 27.8% to $378.3 million in 2007 from $296.1 million in 2006, which
represented an increase of 44.9% from $204.4 million in 2005. The increase in interest expense during 2007 was
attributable to a 10.9% increase in average interest bearing liabilities to $9.9 billion in 2007 and an increase in the
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average rate paid on those liabilities of 50 basis points to 3.82% in 2007. Again, the acquisition of The Signature
Bank during the first quarter of 2007 was the primary contributor to the increases in average interest bearing
liabilities and the average rate paid on those liabilities in 2007 when compared to 2006, The increase in interest
expense during 2006 was attributable to a 6.4% increase in average interest bearing liabilities to $8.9 biilion in 2006
and an increase’ in the average rate paid on those liabilities of 88 basis points to 3.32% in 2006. The increase in
interest expense during 2005 was attributable to a 1.5% increase in average interest bearing liabilities to $8.4 billion
in 2005 and an increase in the average rate paid on those liabilities of 46 basis points to 2.44% in 2005.

The relative performance of the Company’s lending and deposit-raising functions is frequently measured
by two caiculations — net interest margin and net interest rate spread. Net interest margin is determined by dividing
fully-taxable equivalent net interest revenue by average earning assets. Net interest rate spread is the difference
between the average fully-taxable equivalent yield earned on interest earning assets and the average rate paid on
interest bearing liabilities. Net interest margin is generally greater than the net interest rate spread because of the
additional income earned on those assets funded by noninterest bearing liabilities, or free funding, such as
noninterest bearing demand deposits and shareholders’ equity.

Net interest margin for 2007 was 3.68%, a decrease of 2 basis points from 3.70% for 2006 which
represented an increase of 6 basis points from 3.64% for 2003. Net interest rate spread for 2007 was 3.09%, a
decrease of 5 basis points from 3.14% for 2006, which represented an decrease of 10 basis points from 3.24% for
2005. The decrease in net interest margin for 2007 was primarily a result of the larger percentage increase in
average earning assets relative to the percentage increase in the earning asset yield. Conversely, the increase in net
interest margin for 2006 was primarily a result of the larger percentage increase in the earning asset yield relative to
the percentage increase in the average earning assets. The earning asset yield increase for 2007 and 2006 was a
result of favorable economic activity throughout most of the Bank’s markets, resulting in stronger loan demand.
The Company has invested funds from maturing securities in higher rate loans or new higher rate short- and
intermediate-term investments. The Company has also chosen to fund its loan growth with lower rate short-term
FHLB borrowings rather than higher rate time deposits. The decrease in the net interest rate spread for 2007 was
primarily a result of the larger increase in the average rate paid on interest bearing liabilities, from 3.32% in 2006 to
3.82% in 2007, than the increase in the average rate earned on interest earning assets from 6.46% in 2006 to 6.90%
in 2007. The decrease in the net interest rate spread for 2006 was primarily a result of the larger increase in the
average rate paid on interest bearing liabilities, from 2.44% in 2005 to 3.32% in 2006, than the increase in the
average rate earned on interest earning assets from 5.68% in 2005 to 6.46% in 2006. The increase in net interest
margin and net interest rate spread in 2005 was primarily a result of the larger increase in the average rate eamed on
interest earning assets, from 5.20% in 2004 to 5.68% in 2005, than the increase in the average rate paid on interest
bearing liabilities, from 1.98% in 2004 to 2.44% in 2005. The earning asset yield increase for 2005 was a result of
the favorable economic activity throughout most of the Bank’s markets, driving increased interest rates as well as
stronger loan demand while the Company maintained a conservative stance in the average maturity of its investment
assets mitigating the Company’s liability-sensitivity during 2005 as interest rates increased.

The Company experienced growth in average interest earning assets and average interest bearing liabilities
during the three years ended December 31, 2007. Average interest earning assets increased 9.7% during 2007,
6.9% during 2006 and 2.8% during 2005. Average interest bearing liabilities increased 10.9% during 2007, 6.4%
during 2006 and 1.5% during 2005 because of increases in the Company’s deposits and short-term borrowings. The
targer increases in average interest earning assets and average intetest bearing liabilities in 2007 were a result of the
acquisition of The Signature Bank during the first quarter of 2007.

The table betow presents average interest earning assets, average interest bearing liabilities, net interest
income, net interest margin and net interest rate spread for the three years ended December 31, 2007. Each of the
measures is reported on a fully-taxable equivalent basis.
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2007 2006 2005

{Taxable exuivalert besis) Averape Yicld/ Average Yield/ Average Yidd/
Balance lferet  Rate Bulance Interest  Rate Bulance et Rate

ASSETS {Dollars in thousands)

Loans and lenses {net of unearmed

incame) (12) $ STBM0 S GTAIB 6% § TSWBS § 5630 1H% § 7026000 § 4304 645%
1.cans held for sale 95,313 5962 626% 67,196 4353 64%% M 3095 442%
Held-to-menurity sacurities:

Taable 1,530,247 8142 445% 1,517,430 63,010 415% 1,100,432 BB 15
Norriable (3) 189.234 2701 671% 183,986 12297  668% 143,619 10007 698%
Available-for-sale securities:

Taable 977459 4212 42% 1,135,506 232 37% 142,600 49319 34%%
Novimabie (4) 81,292 619 735% 106635 179 1% 129519 9307 1%
Federal fimds sold, securitics

purchased urder agreement to resclt

and shont-term imvestrrents £7.948 481 54%% 121,639 5895  48% 139,444 524 380%
"Total interest caming

assats and reverne 11,749433 B35 690% 10,712,327 01956  646% 16,023,974 560075 568%
Cther assets LATI35 1,184,643 1,040,527

Less: aliowanoe for credit losses (109.433) (98.817) (95,621

Total $ 12857135 $ 11,798153 $ 1096887

LIABILITIES AND '
SHAREHOLDERS BQUITY

Dipesits:

Dervand - intevest bearing $ 3191433 0§ BRI 267% § 286030 § 145 208% § 28919 § BHT  1I®%
Savings 718,080 9301  13% 744,106 7987 10%% 738,555 5967  081%
Ciher time 4,636,436 2573 465% 421137 172368 409% 3,998,864 126183 3.i6%
Federal funds purchased,

searities sold under

agreamert to repurchase and

short-term FHLB bormowings 1,057,057 BB 455% 807,360 3885 444% 526274 14080  268%
Jurior subordirzed deb securities 159939 13067  8I7% 144,847 1,79 Bl4% 138,714 11,142 803%
Long-term FHLB barowings 144,006 83 57% 136411 7966 584% 137,902 8060  584%
Total interest bearing

liabilities and expense 9906951 WM I81% 8930,625 W60 33% 8,389,508 4379 24%
Deatrand deposits -

novinterest bearing 1,654,149 1,7129%4 1,523,793

Other ligbilities 175,035 154,262 121,010

Total liailities 11,736,135 10,797,821 10034311

Shareholders' equity 1,121,000 1,000,332 934,563

Total $ 12857135 $ 108153 $ 10968874

Net interest revene T 5 anam T $ 395864 T § 3646%

Nt interest margin 3.68% 3% 361%
Nt iteerest rate Spread 3.0%4 3.14% 3.24%
Interest bearing lishilities to

interest eaming assets 8432% 8.37% BH%

(1) Inchudes toable equivalert adgjustrent to mberest of §3,380,000, $3,055,000 and $2,372,000 in 2007, 2006 and 2005, respectively, using an effictive tax rate of 35%
(2) MNorraoonal loars are inchuded I Lesars (et of unearned inoome)

(3) Inchudes twable equivalert adjustimorts to nterest of $4,445,000, $4,304,000 and £3,505,000 in 2007, 2006 ard 2005, respoctivety, using an effective tax rate of 35%
{4) Includes taxable ecivalert adfustment to intevest of 82,168,000, £2,706,000 and £3,258,000 in 2007, 2006 and 2005, respectively, wsing an effective txx rate of 3%
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Net interest revenue may also be analyzed by segregating the rate and volume compenents of interest
revenue and interest expense. The table below presents an analysis of rate and volume change in net interest
revenue from 2006 to 2007 and from 2005 to 20606. Changes that are not solely a result of volume or rate have been
allocated to volume.

(Taxable equivalent basis)

INTEREST REVENUE

Loans (net of unecamed
income)

Loans held for sale

Held-to-maturity securities:
Taxable
Non-taxable

Available-for-sale securities:
Taxable
Non-taxable

Federal funds sold, securities
purchased under agreement to
resell and short-term investments
Total

INTEREST EXPENSE

Demand - interest bearing

Savings

Other time

Federal funds purchased,
securities sold under
agreement to repurchase and
short-term FHLB borrowings

Junior subordinated debt
securities .

Long-term FHLB borrowings
Total

Total increase (decrease)

Interest Rate Sensitivity

2007 over 2006 - Increase (Decrease)

2006 over 2005 - Increase {Decrease)

Volume Rate Total Volume Rate Total
(In thousands)

$ 92203 $ 23,670 S$115873 5 40,655 § 62,571 $103,226
1,759 (150) 1,609 (330} 1,488 1,158
571 4,561 5,132 17,315 6,836 24,171
352 52 404 2.694 (424) 2,270
(6,664) 5,524 (1,140) {10,335) 3,368 (6,967)
(1,642) 107 (1,535 (1,659 8t (1,578)
(1,851) 787 (1,064) {863) 1,464 601
84,728 34,551 119,279 47,477 75,404 122,881
8,022 15,666 23,688 768 20,430 21,198
(337) 1,651 1,314 60 1,960 2,020
19,777 23,578 43,355 8,698 37,487 46,185
11,339 924 12,263 12,491 9,264 21,755
1,233 43 1,276 500 149 649
452 97 355 (87) (7 (94)
40,486 41,765 82,251 22,430 69,283 91,713
$ 44242 § (7,214) § 37028 § 25047 § 6,121 § 31,168

The interest rate sensitivity gap is the difference between the maturity or repricing opportunities of interest
sensitive assets and interest sensitive liabilities for a given period of time. A prime objective of asset/liability
management is to maximize net interest margin while maintaining a reasonable mix of interest sensitive assets and
liabilities. The following table presents the Company’s interest rate sensitivity at December 31, 2007:
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[nierest Rate Sensitivity - Maturing or Repricing

91 Days Over |
0 090 to Year to Over
Days 1 Year - 5 Years 5 Years

(In thousands)
INTEREST EARNING ASSETS:

Interest bearing deposits with banks $ 12,710 b - b - b -
Held-to-maturity securities 47,677 395,216 878,171 304,852
Available-for-sale and trading securities 129,809 96,375 412,348 362,662
Loans, net of unearned income 4,822,969 1,665,395 2,483,136 208,184
-Loans held for sale 102,674 273 1,711 23,874

Total interest earning assets 5,115,839 2,157,259 3,775,366 869,572
INTEREST BEARING LIABILITIES:
Interest bearing demand deposits

and savings 3,974,724 - - -
Other time deposits 1,407,815 2,244 225 765,359 1,778
Federal funds purchased and securities

sold under agreement to repurchase

and short-term FHLB borrowings 1,487,310 3,171 26,003 -
Long-term FHLB borrowings and junior

subordinated debt securities - - 10,477 238,812
Other - 49 39 111

Total interest bearing liabilities 6,869,849 2,247 445 801,878 240,701
Interest rate sensitivity gap $(1,754,010) § (90,186) § 2,973,488 $ 658,871
Cumulative interest sensitivity gap $(1,754,010)  §(1,844,196) § 1,129,292 $ 1,788,163

In the event interest rates decline after 2007, based on this interest rate sensitivity gap, it is likely that the
Company would experience slightly increased net interest revenue in the following one-year period, as the cost of
funds will decrease at a more rapid rate than interest revenue on interest earning assets. Conversely, in the event
interest rates increase after 2007, based on this interest rate sensitivity gap, the Company would likely experience
decreased net interest revenue in the following one-year period. It should be noted that the balances shown in the
table above are at December 31, 2007 and may not be reflective of positions at other times during the year or in
Subsequent periods. Allocations to specific interest rate sensitivity periods are based on the earlier of maturity or
repricing dates.

Provisions for Credit Losses and Allowance for Credit Losses

The provision for credit losses is the periodic cost of providing an allowance or reserve for estimated
probable losses on loans and leases. The Bank employs a systematic methodology for determining its allowance for
credit lesses that considers both qualitative and quantitative factors and requires that management make material
estimates and assumptions that are particularly susceptible to significant change. Some of the quantitative factors
considered by the Bank include loan and lease growth, changes in nonperforming and past due loans and leases,
historical loan and lease loss experience, delinquencies, management’s assessment of loan and lease portfolio
quality, the value of collateral and concentrations of loans and leases to specific borrowers or industries. Some of ~
the qualitative factors that the Bank considers include existing general economic conditions and the inherent risks of
individual loans and leases.

The allowance for credit losses is based principally upon the Bank’s loan and lease classification system,
delinquencies and historic loss rates. The Bank has a disciplined approach for assigning credit ratings and
classifications to individual credits. Each credit is assigned a grade by the appropriate loan officer, which serves as
a basis for the credit analysis of the entire portfolio. The assigned grade reflects the borrower’s creditworthiness,
collateral values, cash flows and other factors. An independent loan review department of the Bank is responsible
for reviewing the credit rating and classification of individual credits and assessing trends in the portfolio,
adherence to internal credit policies and procedures and other factors that may affect the overall adequacy of the
allowance. The work of the loan review department is supplemented by governmental regulatory agencies in

32




connection with their periodic examinations of the Bank, which provides an additional independent level of review.
The loss factors assigned to each classification are based upon the attributes of the loans and leases typically
assigned to each grade (such as loan to collateral values and borrower creditworthiness). Further, the Bank requires
that a relatively narrow group of loans that have adverse internal ratings or that are significantly past due be subject
to testing for impairment as required by SFAS No. 114, Management periodically reviews the loss factors assigned
in light of the general economic environment and overall condition of the loan and lease portfolio and modifies the
loss factors assigned to each classification as it deems appropriate. The overall allowance generally includes a
component representing the results of other analyses intended to ensure that the allowance is adequate to cover other
probable losses inherent in the portfolio. This component considers analyses of changes in credit risk resulting from
the differing underwriting criteria in acquired loan and lease portfolios, industry concentrations, changes in the mix
of loans and leases originated, overall credit criteria and other economic indicators.

The provision for credit losses, the allowance for credit losses as a percentage of loans and leases
outstanding at December 31, 2007, 2006 and 2005 and net charge-offs and net charge-offs as a percentage of
average loans and leases for those years are shown in the following table:

December 31
2007 2006 2005
(Dollars in thousands)
Provision for credit losses $ 22,696 $ 8,577 $ 24,467
Altowance for credit losses as a percentage of loans and leases outstanding 1.25% 1.26% 1.38%
Net charge-offs $ 12,486 $ 11,243 $ 15,876
Net charge-offs as a percentage of average loans and leases 0.14% 0.15% 0.23%

The increase in the provision for credit losses in 2007 compared to 2006 was a result of the increased credit
risk from the loan growth experienced by the Company, an increase in net charge-offs, as well as some downward
migration of loans within the Bank’s loan and lease credit ratings and classifications coupled with the $5.9 million

reduction in the provision for credit losses in 2006 related to Hurricane Katrina because losses in the area impacted

by the hurricane were less than originally anticipated. The decrease in the provision for credit losses in 2006
compared to 2005 was largely a result of the special provision for credit losses of $7.6 million recorded in 2005
refated to the expected impact of Hurricane Katrina on the Mississippi Gulf Coast region with the Company
recording a $5.9 million reduction in the provision for credit iosses as contacts with customers in the hurricane-
impacted area were re-established and losses related to loans in such area were determined not to be as great as
originally anticipated immediately following the hurricane. Net charge-offs as a percentage of average loans and
leases declined slightly as a result of the Company’s commitment to conservative lending policies throughout the
economic cycle, Because mortgage lending decisions are based on these conservative lending policies, the
Company continues to have nominal exposure, approximately $329,000 as of December 31, 2007, to the credit
issues affecting the sub-prime residential mortgage market. Net charge-offs in 2006 reflected the recovery of $1.4
million in life insurance proceeds from a policy assigned to the Company to secure a loan that was previously
charged-off.

Non-performing assets include non-accrual loans and leases, loans and leases more than 90 days past due,
restrectured loans and leases and foreclosed real estate. These assets serve as one indication of the quality of the

Bank’s loan and lease portfolio. Non-performing assets totaled $53.5 million at December 31, 2007, compared to
$33.9 million at December 31, 2006 and $44.7 million at December 31, 2005. The increase in the Bank’s non-
performing assets in 2007 when compared to 2006 primarily reflected additional foreclosed properties resulting
from the weakening in the residential real estate sector affecting certain of our markets. The Bank recorded losses
from the loans that were secured by these foreclosed properties in the atllowance for credit losses during 2007. For
more information on nonperforming assets, see “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations - Financial Condition - Loans and Leases.”

Noninterest Revenue

The components of noninterest revenue for the years ended December 31, 2007, 2006 and 2005 and the
percentage change between years are shown in the following table:
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2007 2006 2005

Amount % Change Amount % Change Amount
{Dollars in thousands)
Mortgage lending 8§ 6214 1.6 % $ 6117 (361)% 3 9573
Credit card, debit card and merchant fees 29 836 15,7 25,719 15.2 22,373
Service charges 68,479 8.5 63,124 8.0 58470
Trust income 10,154 (2.3) 10,388 227 8,466
Securities (losses) gains, net 121 2025 40  (91.5) 472
Insurance commissions 71,182 12.5 63,286 153 54,876
Other 45,813 22.6 37,360  (16.2) 44,582
Total noninterest revenue ’ $ 231,799 125 % £ 206,094 37 % § 1983812

The Company’s revenue from mortgage lending typically fluctuates as mortgage interest rates change and
is primarily attributable to two activities - origination and sale of new mortgage loans and servicing mortgage loans.
The Company’s normal practice is to generate mortgage loans to sell them in the secondary market and to either
retain or release the associated MSRs with the loan sold. The Company adopted SFAS No. 156 on January |, 2006,
and, as a result, records MSRs at fair value. Prior to the Company’s adoption of SFAS No. 156, MSRs were
- capitalized based on the relative fair value of the servicing right and the mortgage loan on the date the mortgage
loan was sold with the MSR amortized in subsequent periods. For more information about the Company’s
treatment of MSRs, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Critical Accounting Policies and Estimates — Mortgage Servicing Rights” of this Report.

Origination revenue, a component of mortgage lending, is comprised of gains or losses from the sale of the
mortgage loans originated. Origination volume of $876.1 million, $614.9 million and $588.6 million produced
origination revenue of $5.4 million, $4.1 million and $4.8 million for 2007, 2006 and 2005, respectively.

Revenue from the servicing process, the other component of mortgage lending revenue, includes fees from
the actual servicing of loans and the recognition of changes in the valuation of the Company’s MSRs. Revenue
from the servicing of loans was $9.1 million, $9.1 million and $9.2 million for 2007, 2006 and 2005, respectively.
Changes in the fair value of the Company’s MSRs are generally a result of changes in mortgage interest rates from
the previous reporting date. An increase in mortgage interest rates typically results in an increase in the fair value of
the MSRs while a decrease in mortgage interest rates typically results in a decrease in the fair value of MSRs. The
Company does not hedge the change in fair value of its MSRs and is susceptible to significant fluctuations in their
value in changing interest rate environments. The decline in fair value on MSRs was $8.3 million, $7.1 million and
$4.5 million for 2007, 2006 and 2005, respectively.

The following table presents the Company’s mortgage lending operations for 2007, 2006 and 2005:

2007 2006 2005
Amount % Change Amount % Change  Amount
{Dollars in thousands}
Origination revenue $ 5428 322 % § 4,105 (145 % § 4,803
Servicing:
Servicing revenue 9,104 0.2 9,088 {1.6) 9,237
Decline in fair value (8,318) (17.6) (7,076) (58.4) (4,467)
Total 786 (60.9) 2,012 (57.8) 4,770
Mortgage revenue $ 6214 1.6 $ 6117 (36.1) $ 9,573
(Dollars in millions)

Origination volume $ 876 42.4 $ 615 4.6 $ 588
Mortgage loans serviced at year-end 3 2,864 2.7 § 2,788 0.9 $ 2,763

Debit card, credit card and merchant fees increased in 2007 when compared to 2006 as a result of an
increase in the numerical and monetary volume of items processed. Service charges on deposit accounts increased
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in 2007 when compared to 2006 because of higher volumes of items processed and growth in the number of deposit
accounts. The acquisition of The Signature Bank in the first quarter of 2007 also contributed to the increase in card
fees and service charges on deposit accounts.

Trust income decreased slightly in 2007 when compared to 2006 as the Company changed from
recognizing trust income as collected to the recognition of trust income on the accrual method during 2006. This
change resulted in a positive adjustment to trust income in 2006 of approximately $900,000. Net securities gains of
approximately $121,000, $40,000 and $472,000 were recorded in 2007, 2006 and 2003, respectively. These
amounts reflected the sales of securities from the available-for-sale portfolio and cenain securities that were within
three months of maturity from the held-to-marturiy portfolio. The increase in insurance commissions in 2007 when
compared to 2006 as well as the increase in 2006 when compared to 2005 was primarily a result of the increase in
policies written in 2007 and 2006, including substantial new business generated in the Mississippi Gulf Coast
region, coupled with higher policy premiums.

Other neninterest revenue increased in 2007 when compared to 2006 as a result of increases in corporate
analysis charges, check printing fees, brokerage revenue and gains related {o the disposition of fixed assets. Also
reflected in other noninterest revenue for 2007 were gains of $3.4 million related to the redemption of a portion of
the Company’s MasterCard common stock holdings. While other noninterest revenue for 2006 included a gain of
approximately $732,000 from the redemption of Class B shares of MasterCard common stock held by the Company,
other noninterest revenue for 2006 decreased when compared to 2005 as the Company recorded a $6.9 million gain
from insurance proceeds relating to the hurricane during the last quarter of 2005, This $6.9 million gain was
primarily the result of insurance proceeds exceeding the Company’s write-off of damage to its premises and
equipment as a result of the hurricane. Other noninterest revenue in 2005 also included an approxiamte $765,000
gain related to the sale of certain insurance agency accounts, an approximate $831,000 gain on the sale of a branch
bank and a $1.7 million gain on the sale of the Company’s membership in the PULSE Network, an electronic
banking network in which the Company continues to participate and retain access. Other noninterest revenue
included gains of $2.3 million, $2.9 million and $3.1 millien in 2007, 2006 and 2005, respectively, from the sales of
student loans originated by the Company.

Noninterest Expense
The components of noninterest expense for the years ended December 31, 2007, 2006 and 2005 and the
percentage change between years are shown in the following table:

2007 2606 2005
Ameunt % Change Amount % Change Amount
(Dollars in thousands)
Salaries and employee benefits § 255,342 8.9 % $ 234,580 10,7 % 3 211,950
Occupancy, net 35,098 98 31,972 17.8 27,137
Equipment 24214 34 23,422 5.6 22,179
Other 113,404 9.9 103,180 2.3 100,836
Total noninterest expense $ 428,058 8.9 % $ 393,154 B.6 % $ 362,102

Salaries and employee benefits expense for 2007, 2006 and 2005 increased as a result of increases in
incentive payments (especially commission-based), salary increases, increases in the cost of employee heath care
benefits, compensation costs associated with the acquisition of American State Bank Corporation on December [,
2005 and of The Signature Bank on March 1, 2007, and the hiring of employees to staff the banking and insurance
locations added during those years. Pension plan costs, a component of salaries and employee benefits expense,
decreased to $6.8 million in 2007 afier increasing to $8.7 million in 2006 compared to $7.1 million in 2005,
Occupancy expense increased in 2007, 2006 and 2005 principally as a result of additional branch offices, additional
bank buildings and the bank acquisitions previously discussed. Equipment expense increased when comparing
2007 w 2006 as well as when comparing 2006 to 20035 because of increased depreciation related to equipment
purchased in 2007 and 2006. The renovation and reconstruction of facilities, along with new equipment purchased
as a result of the destruction caused by Hurricane Katrina, contributed to the increased facility and equipment
depreciation expense in those years. Virtually all categories of noninterest expense reflect some increase in 2007
when compared to 2006 as a result of the acquisition of The Signature Bank on March 1, 2007,
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Income Taxes

Income tax expense was $66.0 million in 2007, $65.0 million in 2006 and $52.6 million in 2005. The
increase in the income tax expense in 2007 compared to 2006 was primarily a result of an increase in the level of
pretax income as pretax income increased 7.25% in 2007 compared to 2006, Income tax expense increased in 2006
compared to 2005 primarily as a result of an increase in the provision for income taxes of $6.8 million due to a
statutory limitation that prevented the Company from recovering excess income taxes paid in prior years. This
increase was partially offset by the reversal of a previously recorded tax contingency of approximately $2.0 million
related to a tax assessment resulting from an audit performed by the State Tax Commission of the State of
Mississippi for tax years 1998 through 2001. The issues related to the audit were resolved in June 2006. With the
previously recorded contingency no longer deemed necessary, that amount was credited against the 2006 income tax
expense. The remaining increase in 2006 income tax expense was a result of the 13.3% increase in pre-tax income,
Income tax expense for 2005 fluctuated based on pre-tax income. The effective tax rate for 2007 was 32.4%
compared to 34.2%.for 2006 and 31.3% for 2005. The decrease in the effective tax rate from 2006 to 2007 as well
as the increase in the effective tax rate from 2003 to 2006 was primarily a resull of the increase of $6.8 million in
2006 previously mentioned. Details of the deferred tax assets and liabilities are included in Note 12 to the
Company’s Consolidated Financial Statements included elsewhere in this Report. Further information about the
resolution of the Mississippi tax audit are included in Note 22 to the Company’s Consolidated Financial Statements
included elsewhere in this Report.

FINANCIAL CONDITION

Loans and Leases

The Bank’s loan and lease portfolio represents the largest single component of the Company’s earning
asset base, comprising 74.8% of average earning assets during 2007. The following table indicates the average
loans and leases, year-end balances of the loan and lease portfolio and the percentage increases for the years
presented:

2007 2006 2005
Amount % Change  Amount % Change  Amount
{Dollars in millions}
Loans and leases, net of unearmed - average $ 8,785 159 % $7,580 7.9 % $7.026
Loans and leases, net of uneamed - year-end 9,180 16.6 7,871 6.9 7,366

Average loans increased 15.9% in 2007 compared to 2006. Loans outstanding at December 31, 2007
increased 16.6% compared to December 31, 2006. The increase in year-end and average loans at December 31,
2007 when compared to December 31, 2006 is primarily a result of the additional loans from The Signature Bank
acquisition during the first quarter of 2007. Average loans increased 7.9% in 2006 compared to 2005. Loans
outstanding at December 31, 2006 increased 6.9% compared to December 31, 2005.

The Company's non-performing assets, which are carried either in the loan account or other assets on the
consolidated balance sheets, depending on foreclosure status, were as follows at the end of each year presented:

2007 2006 2005
{Dollars in thousands)
Foreclosed properties § 24281 $ 10,463 § 15947
Non-accrual loans 9,789 6,603 8,816
Loans 90 days or more past due, still accruing 18,671 15,282 17,744
Restructured loans 721 1,571 2,239
Total non-performing assets % 53,462 $ 33,919 $ 44,746
Total non-performing assets as a percentage of net loans 0.58% 0.43% 0.61%

Non-performing assets increased in 2007 compared to 2006 primarily as a result of the additional
foreclosed properties added by the Bank in the fourth quarter of 2007. The increase in foreclosed properties is
reflective of the general slow down in the residential real estate sector in certain of the Bank’s markets. The Bank
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recorded losses from the loans that were secured by these foreclosed properties in the ailowance for credit losses
during 2007. The Company has not, as a matter of policy, made or participated in any loans or investments relating
to extraordinary corporate transactions such as leveraged buyouts or leveraged recapitalizations. At December 31,
2007, 2006 and 2005, the Company did not have any concentration of loans in excess of 10% of loans outstanding.
Loan concentrations are considered to exist when there are amounts loaned to multiple borrowers engaged in similar
activities which would cause them to be similarly impacted by economic or other conditions. The Company
conducts business in a geographically concentrated area but does not consider this factor alone in identifying loan
concentrations. The ability of the Company’s borrowers to repay loans may be dependent upon the economic
conditions prevailing in the Company’s market area.

Included in non-performing assets discussed above were loans the Company considered impaired totaling
£9.5 million, $9.1 million and $13.5 million at December 31, 2007, 2006 and 2005, respectively.

Securities and Other Earning Assets

The Company uses its securities portfolio to make various term investments, to provide a source of
liquidity and to serve as collateral to secure certain types of deposits and borrowings. A portion of the Company's
securities portfolio continues to be tax-exempt. Investments in tax-exempt securities totaled $272.2 million at
December 31, 2007, compared to $281.5 million at the end of 2006. The Company invests only in investment grade
securities, with the exception of obligations of certain counties and municipalities within the Company’s market
area, and avoids other high yield non-rated securities and investments.

At December 31, 2007, the Company’s available-for-sale securities totaled $1.0 billion. These securities,
which are subject to possible sale, are recorded at fair value. At December 31, 2007, the Company held no
securities whose decline in fair value was considered other than temporary.

Net unrealized gains on investment securities as of December 31, 2007 totaled $33.9 million. Net
unrealized gains on held-to-maturity securities comprised $25.5 million of that total, while net unrealized gains on
available-for-sale securities were $8.4 million. Net unrealized losses on investment securities as of December 31,
2006 totaled $23.9 million. Of that total, $11.7 million was attributable 10 held-to-maturity securities and $12.2
million was attributable to available-for-sale securities.

Deposits

Deposits are the Company’s primary source of funds 10 support its earning assets. The Company has been
able to effectively compete for deposits in its primary market areas, which has resulted in the increases in deposits
for the years presented.

The following table presents the Company's average deposit mix and percentage change for the years
indicated:

2007 2006 2003
Average % Average % Average
Balance Change Balance Change Balance
(Dollars in millions)
[nterest bearing deposits 3 8,546 90 % § 7.841 3I3% % 7,587
Noninterest bearing deposits 1,654 (3.4) 1,713 12.4 1,524
Total average deposits $ 10,200 6.8 $ 9,554 49 5 9,111

Liquidity and Capital Resources ,

One of the Company’s goals is to provide adequate funds to meet increases in loan demand or any potential
increase in the normal level of deposit withdrawals. This goal is accomplished primarily by generating cash from
the Bank’s operating activities and maintaining sufficient short-term liquid assets. These sources, coupled with a
stable deposit base and a strong reputation in the capital markets, allow the Company to fund earning assets and
maintain the availability of funds. Management believes that the Bank’s traditional sources of maturing loans and
investment securities, sales of loans held for sale, cash from operating activities and a strong base of core deposits
are adequate to meet the Company’s liquidity needs for normal operations over both the short-term and the long-
term.
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To provide additional liquidity, the Company utilizes short-term financing through the purchase of federal
funds and securities lending arrangements. Further, the Company maintains a borrowing relationship with the
FHLB which provides access to short-term and long-term borrowings. During 2007, the Company chose to fund its
loan growth with short-term FHLB advances rather than with higher rate time deposits resulting in an increase in
short-term advances from the FHLB of 253.3% to $706.6 million at December 31, 2007 from $200.0 million at
December 31, 2006, The Company had long-term advances tetaling $89.0 million, a decrease of 34.4% from
$135.7 million at December 31, 2006. The Company has pledged eligible mortgage loans to secure the FHLB
borrowings and had approximately $2.1 billion in additional borrowing capacity under the existing FHLB
borrowing agreement at December 31, 2007,

The Company had informal federal funds borrowing arrangements aggregating $635.0 million at December
31, 2007, Secured borrowing arrangements utilizing the Company’s securities portfolic alse provide substantial
additional liquidity to the Company. Such arrangements typically provide for borrowings of 95% to 98% of the
unencumbered fair value of the Company’s federal government and govemment agencies securities portfolio. If
these traditional sources of liquidity were constrained, the Company would be forced to pursue avenues of funding
not typically used and the Company’s net interest margin could be impacted negatively. The Company utilizes,
among other tools, maturity gap tables, interest rate shock scenarios and an active asset and liability management
commiftee to analyze, manage and plan asset growth and to assist in managing the Company’s net interest margin
and overall level of liquidity. The Company’s approach to providing adequate liquidity has been successful in the
past and management does not anticipate any short- or long-term changes 1o its liquidity strategies.

Off-Balance Sheet Arrangements

In the ordinary course of business, the Company enters into various off-balance sheet commitments and
other arrangements to extend credit that are not reflected on the consolidated balance sheets of the Company. The
business purpose of these off-balance sheet commitments is the routine exiension of credit. As of December 31,
2007, commitments to extend credit included $159.0 million for letters of credit and $2.4 billion for interim
mortgage financing, construction credit, ¢redit card and other revolving line of credit arrangements. While most of
the commitments to extend credit are made at variable rates, included in these commitments are forward
commitments to fund individual fixed-rate mortgage loans of $18.6 million at December 31, 2007, with a carrying
value and fair value reflecting a gain of approximately $67,000, which has been recognized in the Company’s
results of operations. Fixed-rate lending commitments expose the Company to risks associated with increases in
interest rates. As a method to manage these risks, the Company also enters into forward commitments to sell
individual fixed-rate mortgage loans. At December 31, 2007, the Company had $60.3 million in such commitments
to sell, with a carrying value and fair value reflecting a loss of approximately $199,000. The Company also faces
the risk of deteriorating credit quality of borrowers to whom a commitment to extend credit has been made;
however, no significant credit losses are expected from these commitments and arrangements.

Regulatory Requirements for Capital

X The Company is required to comply with the risk-based capital guidelines established by the Federal
Reserve. These guidelines apply a variety of weighting factors which vary according to the level! of risk associated
with the assets. Capital is measured in two “Tiers™ Tier [ consists of common shareholders’ equity and qualifying
noncumulative perpetual preferred stock, less goodwill and certain other intangible assets; and Tier 1l consists of
general allowance for losses on loans and leases, “hybrid” debt capital instruments, and all or a portion of other
subordinated capital debt, depending upon remaining term to maturity. Total capital is the sum of Tier | and Tier 1l
capital. The Company’s Tier I capital and total capital, as a percentage of total risk-adjusted assets, were 10.96%
and 12.14%, respectively, at December 31, 2007, compared to 12,34% and 13.55%, respectively, at December 31,
2006. Both ratios exceeded the required minimum levels of 4% and 8%, respectively, for each period. In addition,
the Company’s Tier 1 leverage capital ratio (Tier 1 capital divided by total assets, less goodwill) was 8.39% at
December 31, 2007 and 8.73% at December 31, 2006, compared to the required minimum Tier ! leverage capital
ratio of 4%.

The FDIC's capital-based supervisory system for insured financial institutions categorizes the capital
position for banks into five categories, ranging from well capitalized to critically undercapitalized. For a bank to
classify as “well capitalized,” the Tier ] capital, total capital and leverage capital ratios must be at least 6%, 10% and
5%, respectively. The Bank met the criteria for the “well capitalized” category as of December 31, 2007 as its Tier
[ capital, total capital and leverage capital ratios were 10.63%, 11.81% and 8.13%, respectively.
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There are various legal and regulatory limits on the extent to which the Bank may pay dividends or
otherwise supply funds 1o the Company. In addition, federal and state regulatory agencies have the authority to
prevent a bank or bank holding company from paying a dividend or engaging in any other activity that, in the
opinion of the agency, would constitute an unsafe or unsound practice. The Company does not expect these
limitations to have a material adverse effect on its ability to meet its cash obligations.

Uses of Capital

The Company may pursue acquisition transactions of depository institutions and businesses closely related
to banking which further the Company’s business strategies. The Company anticipates that consideration for any
such transactions would be shares of the Company’s common stock, cash or a combination thereof. For example,
the merger with City Bancorp was completed on March 1, 2007 and the merger with American State Bank
Corporation was completed on December 1, 2005. The consideration in each transaction was a combination of
shares of the Company’s common stock and cash (see Note 2 to the Company’s Consolidated Financial Statements
included elsewhere in this Report).

On March 21, 2007, the Company announced a new stock repurchase program whereby the Company may
acquire up to three million shares of its common stock in the open market at prevailing market prices or in privately
negotiated transactions during the period between May 1, 2007 and April 30, 2009. The extent and timing of any
repurchases will depend on market conditions and other corporate considerations. Repurchased shares will be held
as authorized but unissued shares. These authorized but unissued shares will be available for use in connection with
the Company’s stock option plans, other compensation programs, other transactions or for other corporate purposes
as determined by the Company’s Board of Directors. At December 31, 2007, 445,700 shares had been repurchased
under this program. The Company will continue to evaluate additional share repurchases under this repurchase
program and will evaluate whether to adopt a new stock repurchase program before the current program expires.
The Company conducts its stock repurchase program by using funds received in the ordinary course of business.
The Company has not experienced, and does not expect to experience, a material adverse effect on its capital
resources or liquidity in connection with its stock repurchase program during the term of the program.

From January 1, 2001 through December 31, 2007, the Company had repurchased approximately 12.0
million shares of its common stock under various approved repurchase programs.

In 2002, the Company issued $128.9 million in 8.15% Junior Subordinated Debt Securities to
BancorpSouth Capital Trust I (the “Trust”), a business trust. The Trust used the proceeds from the issuance of five
million shares of 8.15% trust preferred securities, $25 face value per share, to acquire the 8.15% Junior
Subordinated Debt Securities. Both the Junior Subordinated Debt Securities and the trust preferred securities
mature on January 28, 2032, and are callable at the option of the Company after January 28, 2007. The 5125
million in trust preferred securities issued by the Trust qualifies as Tier I capital under Federal Reserve guidelines.
The Company may prepay the Junior Subordinated Debt Securities, and in turn the trust preferred securities, at a
prepayment price of 100% of the principal amount of these securities within 90 days of a determination by the
Federal Reserve that trust preferred securities will no longer qualify as Tier I capital.

The Company assumed $6.2 million in Junior Subordinated Debt Securities and the related $6.0 million in
trust preferred securities pursuant to the merger on December 31, 2004 with Business Holding Corporation and
assumed $3.1 million in Junior Subordinated Debt Securities and the retated $3.0 million in trust preferred securities
pursuant to the merger on December 31, 2004 with Premier Bancorp, Inc. The Company also assumed $6.7 million
in Junior Subordinated Debt Securities and the related $6.5 million in trust preferred securities pursuant to the
merger on December 1, 2005 with American State Bank Corporation and $18.5 million in Junior Subordinated Debt
Securities and the related $18.0 million in trust preferred securities pursuant to the merger on March 1, 2007 with
City Bancorp. The Junior Subordinated Debt Securities and the related trust preferred securities assumed from
Premier Bancorp, Inc. were redeemed on November 7, 2007 (sec Note 11 to the Company’s Consolidated Financial
Statements included elsewhere in this Report). After the redemption, the Company’s remaining aggregate $30.5
million in assumed trust preferred securities qualifies as Tier I capital under Federal Reserve Board guidelines.

Contractual Ohligations )

The Company has contractual obligations to make future payments on debt and lease agreements. See
Notes 9, 10, 11 and 22 to the Company’s Consolidated Financial Statements included elsewhere in this Report for
further disclosures regarding contractual obligations. The following table summarizes the Company’s contractual
obligations at December 31, 2007:




Payments Due by Period

Less than Afler
Total 1 Year 1-3 Years 3-5 Years 5 Years

Contractual obligations: {Dollars in thousands)

Deposit maturities $10064,090 3 9296961 $ 577,131 $ 188,228 $ 1,779
Junior subordinated debt 160,312 - - - 160,312
Long-termn FHLB borrowings 88,977 - 6,127 4,350 78,500
Short-term FHLB and other borrowings 706,830 706,675 56 36 63
Operating lease obligations 19,368 5,192 6,070 3,787 4819
Purchase obligations 19,986 14,948 4,085 953 -
Total contractual obligations $ 11,060,072 $ 10023776  § 593469  $1973%4 $ 245473

The Company’s operating lease obligations represent short and long-term operating lease and rental
payments for facilities, certain software and data processing and other equipment. Purchase obligations represent
obligations to purchase goods and services that are legally binding and enforceable on the Company and that specify
all significant terms, including: fixed or minimum quantities to be purchased; fixed, minimum or variable price
provisions; and the approximate timing of the transaction. The purchase obligation amounts presented above
primarily relate to certain contractual payments for services provided related to information technology.

Certain Litigation Contingencies

The Company and its subsidiaries are engaged in lines of business that are heavily regulated and involve a
large volume of financial transactions with numerous customers through offices in eight states. Although the
Company and its subsidiaries *have developed policies and procedures to minimize the impact of legal
noncompliance and other disputes, litigation presents an ongoing risk.

The Company and its subsidiaries are defendants in various lawsuits arising out of the normal course of
business, including claims against entities to which the Company is a successor as a result of business combinations.
In the opinion of management, the ultimate resolution of such matters should not have a material adverse effect on
the Company’s consolidated financial position or results of operations. Litigation is, however, inherently uncertain,
and the Company cannot make assurances that it will prevail in any of these actions, nor can it estimate with
reasonable certainty the amount of damages that it might incur,

The Company reported litigation expense of approximately $2.3 million in 2007 due to legal and other
accruals established relative to the Company’s proportionate share of projected Visa, Inc.’s litigation charges. These
reserves pertain to Visa, Inc.’s settlement with American Express, as well as other pending Visa, Inc. litigation and
was based on information available from Visa, Inc. and other member banks. The Bank, as a member of Visa, Inc.
is obligated to share in certain liabilities associated with Visa, Inc.’s settled and pending litigation,

Income Tax Contingencies , . .

During the second quarter of 2006, the State Tax Commission of the State of Mississippi and the Company
resolved the issues related to the State Tax Commission’s audit of the Company’s income tax returns for the tax
years 1998 through 2001, As a result, the Company paid additional taxes in the amount of approximately $40,000
plus interest of approximately $25,000. The balance of the previously recorded liability related to this matter of
approximately $2.0 million was credited against the Company’s second quarter’s income tax expense.

Recent Pronouncements .

In June 2006, the Financial Accounting Standards Board (“FASB™) issued FASB issued FASB
Interpretation No. 48 (“FIN 487), “Accounting for Uncertainty in Income Taxes — an interpretation of SFAS 109.”
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
accordance with SFAS 109, “Accounting for [ncome Taxes,” and prescribes a recognition threshold and
measurement attribute for financial statement disclosure of tax positions taken or expected to be taken on a tax
return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim
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periods, disclosure and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006. The
Adoption of FIN 48 has had no material impact on the financial position or results of operations of the Company.

In February 2006, SFAS No. 153, “Accounting for Certain Hybrid Financial Instruments, an amendment of
FASB Statements No. 133 and 140,” was issued. SFAS No. 155 permits fair value remeasurement for any hybrid
financial instrument that contains an embedded derivative that otherwise would require bifurcation, clarifies which
interest-only strips and principal-only strips are not subject to the requirements of SFAS No. 133, establishes a
requirement to evaluate interests in securitized financial assets to identify interests that are freestanding derivatives
or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation, clarifies that
concentrations of credit risk in the form of subordination are not embedded derivatives and amends SFAS No. 140
to eliminate the prohibition on a qualifying special-purpose entity from holding a derivative financial instrument
that pertains to a beneficial interest other than another derivative financial instrument. In January 2007, the FASB
issued Derivatives Implementation Group Issue B-40, “Application of Paragraph 13(b) to Securitized Interests in
Prepayable’ Financial Assets” (DIG B40). DIG B40 provides an exemption from the embedded derivative test of
paragraph 13(b) of SFAS No. 133 for instruments that would otherwise require bifurcation if the test is met solely
because of a prepayment feature included within the securitized interest and prepayment is not controlled by the
security holder. SFAS No. 155 and DIG B40 is effective for all financial instruments acquired or issued after the
beginning of an entity’s first fiscal year that begins after September 15, 2006. The adoption of SFAS No. 155 has
had no material impact on the financial position or results of operations of the Company. i

[n September 2006, SFAS No. 157, “Fair Value Measurements,” was issued. SFAS No. 157 establishes a
framework for measuring fair value in accordance with generally accepted accounting principles and expands
disclosures about fair value measurements. SFAS No. 157 is effective for fiscal years beginning after November
15, 2007 and interim periods within those fiscal years. In November 2007, the FASB proposed a one year deferral
of the fair value measurement requirements for non-financia! assets and liabilities that are not required or permitted
to be measured at fair value on a recurring basis. The Company is currently evaluating the impact that the adoption
of SFAS No. 157 will have on the financial position of the Company.

In September 2006, the Emerging Issues Task Force (“EITF”) reached a final consensus on Issue No. 06-4,
“Accounting for the Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements.” EITF 06-4 requires employers to recognize a liability for future benefits provided
through endorsement split-dollar life insurance arrangements that extend into postretirement periods in accordance
with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions” or APB Opinion
No. 12, “Omnibus Opinion — 1967.” EITF 06-4 is effective for fiscal years beginning afier December 15, 2007.
Entities should recognize the effects of applying EITF 06-4 through either (a) a change in accounting principle
through a cumulative-effect adjustment to retained earnings or to other components of equity or net assets in the
statement of financial position as of the beginning of the year of adoption or (b) a change in accounting principle
through retrospective application to all prior periods. The adoption of EITF 06-04 will result in a cumulative-effect
adjustment to retained earnings of approximatety $1.7 million at January 1, 2008.

In February 2007, SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities,”
was issued. SFAS No. 159 permits entities to choose to measure many financial instruments and certain other items
at fair value. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. The Company is
currently evaluating the impact that the adoption of SFAS No. 159 will have on the financial position of the
Company.

In November 2007, the SEC issued Staft’ Accounting Bulletin No. 109, “Written Loan Commitments
Recorded at Fair Value Through Eamings” (SAB No. 109). SAB No. 109 rescinds SAB No, 105°s prohibition on
inclusion of expected net future cash flows related to loan servicing activities in the fair value measurement of a
written loan commitment. SAB No. 109 also applies to any loan commitments for which fair value accounting is”
elected under SFAS No. 159, SAB No. 109 is effective prospectively for derivative loan commitments issued or
modified in fiscal quarters beginning after December 15, 2007. The Company is currently evaluating the impact
that the adoption of SAB No. 109 will have on the financial position of the Company.

In December 2007, SFAS No. 141(R), “Business Combinations,” was issued. SFAS No. 141(R) expands
the definition of transactions and events that qualify as business combinations; requires that the acquired assets and
liabilities, including contingencies, be recorded at fair value determined on the acquisition date; changes the
recognition timing for restructuring costs; and requires the expensing of acquisition costs as incurred. SFAS No.
141(R) is effective for fiscal years beginning on or after December 15, 2008. The Company is currenily evaluating
the impact that the adoption of SFAS No. 141(R) will have on the financial position or results of operations of the
Company.
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In December 2007, SFAS No. 160, “Noncontrolling Interest in Consolidated Financial Statements — an .
Amendment of ARV No. 517 was issued. SFAS No. 160 requires that acquired assets and liabilities be measured at
full fair value without consideration to ownership percentage. Under SFAS No. 160, any non-controlling interests
in an acquiree should be presented as a separate component of equity rather than on a mezzanine level,
Additionally, SFAS No. 160 provides that net income or loss should be reported in the consolidated income
statement at its consolidated amount, with disclosure on the face of the consolidated income statement of the amount
of consolidated net income which is attributable to the parent and noncontrolling interest, respectively. SFAS No.
160 is effective prospectively for periods beginning on or after December 15, 2008, with the exception of the
presentation and disclosure requirements which should be retrospectively applied to all periods presented. The
Company is currently evaluating the impact that the adoption of SFAS No. 160 will have on the financial position
or results of operations of the Company.

ITEM 7TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK,

Market risk reflects the risk of economic loss resulting from changes in interest rates and market prices.
This risk of loss can be reflected in either reduced potential net interest revenue in future periods or diminished
market values of financial assets,

The Company’s market risk arises primarily from interest rate risk that is inherent in its lending, investment
and deposit taking activities. Financial institutions derive their income primarily from the excess of interest
collected over interest paid. The rates of interest the Company earns on its assets and owes on its liabilities are
established contractually for a period of time. Becausé market interest rates change over time, the Company is
exposed to lower profit margins (or losses) if it cannot adapt to interest rate changes. Several techniques might be
used by a financial institution to minimize interest rate risk. One approach used by the Company is to periodically
analyze its assets and liabilities and make future financing and investing decisions based on payment streams,
interest rates, contractual maturities, repricing opportunities and estimated sensitivity to actual or potential changes
in market interest rates. Such activities fall under the broad definition of asset/liability management. The
Company’s primary asset/liability management technique is the measurement of its asset/liability gap, that is, the
difference between the amounts of interest-sensitive assets and liabilities that will be refinanced (repriced) during a
given period. If the asset amount to be repriced exceeds the corresponding liability amount for a certain day, month,
year or longer period, the Company is in an asset-sensitive gap position. In this situation, net interest revenue
would increase if market interest rates rose or decrease if market interest rates fell. [f, alternatively, more liabilities
than assets wilt reprice, the Company is in a liability-sensitive position. Accordingly, net interest revenue would
decline when rates rese and increase when rates fell. These examples assume that interest-rate changes for assets
and liabilities are of the same magnitude, whereas actual interest-rate changes generally differ in magnitude for
assets and liabilities.

Management seeks to manage interest rate risk through the utilization of various tools that include
matching repricing periods for new assets and liabilities and managing the composition and size of the investment
portfolio so as to reduce the risk in the deposit and loan portfolios, while at the same time maximizing the yield
generated from the portfolio.

MSRs are sensitive to changes in interest rates. Changes in the fair value of the Company’s MSRs are
generally a result of changes in mortgage interest rates from the previous reporting date. An increase in mortgage
interest rates typically results in an increase in the fair value of the MSRs while a decrease in morigage interest rates
typically results in a decrease in the fair value of MSRs. The Company does not hedge the change in fair value of
its MSRs and is susceptible to significant fluctuations in their value in changing interest rate environments.

The Company enters into interest rate swaps (derivative financial instruments) to meet the financing,
interest rate and equity risk management needs of its customers. Upon entering into these instruments to meet
customer needs, the Company enters into offsetting positions to minimize interest rate and equity risk to the
Company. These instruments are reported at fair value and the value of these positions, which are offsetting, are
recorded in other assets and other liabilities on the consolidated balance sheets.

The table below provides information about the Company’s financial instruments that are sensitive to
changes in interest rates as of December 31, 2007. The expected maturity categories take into account repricing
oppertunities as well as contractual maturities. For core deposits without contractual maturities (e.g., interest
bearing checking, savings and money market accounts), the table presents cash flows based on management’s
judgment concerning their most likely runoff or repricing behaviors. The fair value of loans, deposits and other
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borrowings are based on the discounted value of expected cash flows using a discount rate that is commensurate
with the maturity. The fair value of securities is based on market prices or dealer quotes.

Rate-sensitive assets:

Fixed interest rate [oans and leases
Average mteres! rae

Variable interest rate loans and leases
Average interest raje

Fixed interest rate securities

Average interest rale

Other interest bearing assets

Average interest rale

Mortgage servicing rights (1}

Rate-sensitive liabilities:

Savings and interest bearing checking
Average interest rate

Fixed interest rate time deposits
Average interest rate

Fixed interest rate borrowings
Average interest rate

Variable interest rate borrowings
Average interest rate

Rate-sensitive off balance sheet items:
Commitments to extend credit for single

family mortgage loans
Average interest rate

Forward conteacts to sell individual fixed

rate mortgage loans
Average interest rate
Interest rate swap position to receive
Average interest rate
Interest rate swap position to pay
Average interest rate

Fair vafue
Principal Amount Maturing/Repricing in: December 31,
2008 2008 010 2001 2012 Thereaflter Total 2007
{Dollars in thousands)

$ 2004417 5 1034308 § 709608 § 472038 § 268,347 § 209043 § 4793471 § 4900247
T00% 7.06% 1.2M% 1.1% 1.06% 6.59% 708%

$ 4,509,746 - . - -8 4509746 § 4447052
7.02% - - - - B 1.0%

§ 652665 § 425419 § 369,784 § 350665 § 155468 5 673,109 § 2627110 § 2652639
4.28% 452% 4.68% 491% 493% 4.75% 4.60%

5 12,7110 - - - - 3 12710 § 127190
4.38% - - - - . 4.88%

- . - - -8 a2 s 32482

§ 3974724 . - - -8 39T 8 A9
2.12% - - . - - 212%

$ 1652039 § 431292 § 145839 % 92458 5 957 % L7719, § 4419177 § 4419150
4.59% 4.4%% 4.54% 4.84% 4.31% 6.63% 4.5%%

$ 1,049 § 1666 § 3500 § 2850 1500 § 238923 § 249488 § 127,539
5.5% 4.07% 4.70% 5.45% 4.74% 7.33% 123%

1,516,484 - - . - -8 1516484 § 1516484
1.96% - - . - 1.96%

H 27,652 - - - -8 27652 8 27,652
6.13% - - - - 6.13%

$ 76,547 - - - - 8 76,547 % 76,541
5.88% - - - - - 5.88%

$ 81,836 - - - - - 3 81836 § 4,120
8.60% . - - - 8.60%

S 81,836 - - - - 5 81836 § (4,120
6.40% - - - 0.40%

{1) Morigage servicing rights represent 2 non-financial asset that is rate-sensitive in that its value is dependent upon the underlying morigage loans being

serviced that are rate-sensitive.

For additional information about the Company’s market risk and its strategies for minimizing this risk, see
“{tem 1. Business — Selected Financial Information — Investment Portfolio,” “Item 7. Management’s Discussion

and Analysis of Financial Condition and Results of Operations — Results of Operations — Interest Rate Sensitivity

£l

and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations — Financial
Condition — Securities and Other Earning Assets.”
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.
SELECTED QUARTERLY FINANCIAL DATA

Summary of Quarterly Results

Quarter Ended
March 31 June 30 Sept. 30 Dec. 31
2007 {In thousands, except per share amounts)
Interest revenue $ 187,140 $ 202,555 $ 207,965 § 203,582
Net interest revenue 98,668 106,658 107,916 109,657
Provision for credit losses 1,355 7,843 5,727 7,771
Income before income taxes 50,062 53,119 53,732 47,031
Income tax expense 16,485 17,238 17,475 14,803
Net income 33,577 35,881 36,257 32,228
Earnings per share: Basic 0.42 0.44 0.44 0.39
Diluted 0.42 0.43 0.44 0.39
" Dividends per share 0.20 0.21 0.21 0.21
2006
Interest revenue $ 159,902 $ 167,382 $ 175,238 $ 179,369
Net interest revenue 95,929 97,221 96,398 96,251
Provision for credit losses (3,860} 3,586 2,526 6,325
Income before income taxes 56,551 48,891 44,445 40,275
Income tax expense 18,806 13,392 20,568 12,202
Net income 37,745 35,499 23,877 28,073
Earnings per share: Basic 0.48 0.45 0.30 0.35
Diluted 0.47 045 0.30 0.35
Dividends per share 0.19 0.20 0.20 0.20
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

‘The Company’s management is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. The Company’s internal
control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. generally
accepted accounting principles. The Company’s internal control over financial reporting includes those policies and
procedures that:

(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company;

(ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation
of financial statements in accordance with generally accepted .accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management and
directors of the Company; and

(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of the Company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate,

Management assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2007. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework.

Based on our assessment and those criteria, management believes that the Company maintained effective
internal control over financial reporting as of December 31, 2007,

The Company’s independent registered public accounting firm has issued a report on the effectiveness of
the Company’s internal control over financial reporting. That report appears on page 46 of this Report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
BancorpSouth, Inc.:

" We have audited BancorpSouth, Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). BancorpSouth, Inc.'s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting, included in the accompanying Management’s Report on Internal Control over
Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financiai
reporting based on our audit. .

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; {2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting. may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, BancorpSouth, Inc. maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework
issued by the Comumittee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of BancorpSouth, Inc. and subsidiaries as of December 31,
2007 and 2006, and the related consolidated statements of income, sharcholders’ equity and comprehensive income,
and cash flows for cach of the years in the three-year period ended December 31, 2007, and our report dated
February 28, 2008 ¢xpressed an unqualified opinion on those consolidated financial statements,

/s KPMG LLP

Memphis, Tennessee
February 28, 2008 .
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Report Of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of
BancorpSouth, Inc.:

We have audited the accompanying consolidated balance sheets of BancorpSouth, inc. and subsidiaries as
of December 31, 2007 and 2006, and the related consolidated statements of income, shareholders’ equity and
comprehensive income, and cash flows for each of the years in the three-year period ended December 31, 2007.
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

[n our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of BancorpSouth, Inc. and subsidiaries as of December 31, 2007 and 2006, and the
results of their operations and their cash flows for each of the years in the three-year period ended December 31,
2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Notes 1 and 12 to the consolidated financial statements, effective January 1, 2007, the
Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an Interpretation of
FASB Statement No. 109.

As discussed in Notes 1 and 15 to the consolidated financial statements, effective January 1, 2006, the
Company adopted the fair value method of accounting for stock-based compensation as required by Statement of
Financial Accounting Standards No. 123(R), Share-Based Payment. As discussed in Notes | and 19 to the
consolidated financial statements, effective January 1, 2006, the Company adopted the recognition and disclosure
provisions for separately recognized servicing assets and liabilities as required by Statement of Financial
Accounting Standards No. 156, Accounting for Servicing of Financial Assets. As discussed in Note 1 to the
consolidated financial statements, the Company adopted the recognition and disclosure provisions of Statement of
Financial Accounting Standards No. 159, Employers’ Accounting for Defined Pension and Other Postretirement
Plans, as of December 31, 2006,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), BancorpSouth, Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), and our report dated February 28, 2008 expressed an
unqualified opinion on the effectiveness of the Company’s internal control over financial reporting,

/s KPMG LLP

Memphis, Tennessee
February 28, 2008
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Consolidated Balance Sheets
BancerpSouth, Inc. and Subsidiaries

Assets
Cash and due from banks
Interest bearing deposits with other banks
Held-to-maturity securities (fair value
of 81,651,445 and $1,711,751, respectively)
Available-for-sate securities {amortized cost
of $992,835 and $1,054,200, respectively)
Federal funds sold and securities purchased under
agreement to resell
Loans and leases
Less: Unearned income
Allowance for credit losses
Net loans and leases
Loans held for sale
Premises and equipment, net
Accrued interest receivable
Goodwill
Other assets

Total Assets

Liabilities and Shareholders' Equity
Deposits:
Demand:
Noninterest bearing
Interest bearing
Savings
Other time
Total deposits
Federal funds purchased and securities sold under
agreement to repurchase
Short-term Federal Home Loan Bank borrowings
Accrued interest payable
Junier subordinated debt securities
Long-term Federal Home Loan Bank borrowings
Other liabilities
Total Liabilities
Sharcholders’ Equity
Coemmon stock, $2.50 par value
Authorized - 500,000,000 shares; Issued - 82,299,297 and
79,109,573 shares, respectively
Capital surplus
Accumulated other comprehensive loss
Retained earnings
Total Shareholders' Equity
Commitments and contingencies
Total Liabilities and Shareholders' Equity

See accompanying notes to consolidated financial statements.

December 31

2007 2006
{in thousands)

$ 322926 $ 444,033
12,710 7,418
1,625,916 1,723,420
1,001,194 1,041,999
- 145,957
9,227,495 7,917,523
47,811 46,052
115,197 98.834
9,064,487 7,772,637
128,532 89,323
317,379 287,215
96,027 89,090
254,889 143,718
365,781 295,711
$ 13,189,841 $ 12,040,521
§ 1,670,198 $ 1,817,223
3,276,275 2,856,295
698,449 715,587
4,419,177 4,321,473
10,064,099 9,710,578
809,898 672,438
706,586 200,000
37,746 36,270
160,312 144,847
88,977 135,707
125,597 114,096
11,993,215 11,013,936
205,748 197,774
198,620 113,721
(7,214) (24,742)
799,472 739,832
1,196.626 1,026,585
3 13,189,841 $ 12,040,521




Consolidated Statements of Income
BancorpSouth, Inc. and Subsidiaries

Interest Revenue
Loans and leases
Deposits with other banks
Federal funds sold and securities purchased
under agreement to resell
Held-1o-maturity securities:
Taxable
Tax-exempt
Available-for-sale securities:
Taxable
Tax-exempt
Loans held for sale
Total interest revenue
Interest Expense
Interest bearing demand
Savings
Other time
Federal funds purchased and securities sold
under agreement to repurchase
Other
Total interest expense
Net interest revenue
Provision for credit losses
Net interest revenue, after provision for credit losses
Noninterest Revenue
Mortgage lending
Credit card, debit card and merchant fees
Service charges
Trust income
Securities gains, net
Insurance commissions
Other
Total noninterest revenue
Noninterest Expense
Salaries and employee benefits
Qccupancy, net of rental income
Equipment
Other
Total noninterest expense
Income before income taxes
Income tax expense
Net Income

.

Net Income Per Share: Basic
Diluted

See accompanying notes to consolidated financial statements.

Year Ended December 31

2007 2006 2005
(In thousands, except per share amounts)

§ 6683813 $ 553,265 £ 450,722
1,144 829 593
3,687 5,066 4,701
68,142 63,010 38,839
8,256 7,993 6,518
41,212 42,351 49,319
4,026 5,024 6,049
5,962 4,353 3,195

801,242 681,891 559,936
83,833 60,145 38,947
9,301 7,987 5,967

215,723 172,368 126,183
34,517 29,889 13,339
34,969 25,703 19,943

378,343 296,092 204,379

422,899 385,799 355,557
22,696 8,577 24,467

400,203 377,222 331,090
6,214 6,117 9,573
29,836 25,779 22,373
68,479 63,124 58,470
10,154 10,388 8,466

121 40 472

71,182 63,286 54,876
45,813 37,360 44 582

231,799 206,094 198,812

255,342 234,580 211,950
35,098 31,972 27,137
24,214 23,422 22,179

113,404 103,180 100,836

428,058 393,154 362,102

203,944 190,162 167,300
66,001 64,968 52,601

$ 137,943 5 125,194 $ 115,199

5 1.69 $ 1.58 $ 1.47

by 1.69 s 1.57 g 1.47

49




Consolidated Statements of Shareholders' Equity and Comprehensive Income

BancorpSouth, Inc. and Subsidiaries Accumulated
Years Ended December 31, 2007, 2006 and 2005 Other
Common Stock Capital Comprehensive Retained
Shares Amount Surplus Income (Loss) Earnings Total
(Dollars in thousands, except per share amounts)

Balance, December 31, 2004 78,037,878 $ 195,095 5O8LI22 $ (802) $ 641,013 § 916428
Net income - - - - 115,199 115,199
Change in fair value of available-for-sale

securities, net of 1ax effect of (58,969) - - - (14,434) - {14,454)
Minimum pension liability, net

of tax effect of (3603) - - (977} - 977)
Comprehensive income - - - - - 99,768

Business combinations 1,127,544 2,818 22472 - - 25,290

Other shares issued 619,181 1,548 5,527 - (86) 6,989

Recognition of steck compensation - - - - 337 337

Purchase of stock (547,238) (1,368} {160} - 10,410) (11,938)

Cash dividends declared, $0.76 per share - - - - (59,708) (59,708)

Balance, December 31, 2005 79.237,345 198,093 108,961 {16,233} 686,345 977,166
Net income - - - 125,194 125,194
Change in fair value of available-for-sale

securities, net of tax effect of $3,909 - - 6318 - 6.318
Minimum peasion liability, net of tax

effect of ($188) - - - 3 - 302
Comprehensive income - - - - - 131,814

Exercise of stock options 297,891 745 3,748 - 4,493

Income tax benefit from exercise
of stock options - - 1,015 - - 1,015

SFAS No. 123R reclass of unearned
compensation - {466) - 466 .

Recognition of stock compensation - - 463 - - 463

Purchase of stock (425,663) (1,064} - (9,723) {10,78

Adoption of SFAS No, 158, net of tax
cffect of (39.372} - - - (15,129) - (15,129)

Other - . - 63 63

Cash dividends declared, $0.79 per share - - - {62,513) (62,513)

Balance, Decenber 31, 2006 19,109,573 191778 113,721 (24,742) 739,832 1,026,585
Net income . - . . 137,943 137.943
Change in fair value of available-for-sale

securities, net of tax effect of $7.863 - - - 12,698 - 12,698
Change in pensicn funding status, net of

tax effect of $2,992 - - 4,830 - 4,830
Comprehensive income 155,471

Business combinations 3,313,848 8,284 77897 - 86,181

Exercise of stock options 79 1,432 8,591 . . 1,423

lncame tay, benefit from exercise
of stock options - 1.536 - - 1,556

Recognition of stock compensation - 1,742 - - 1,742

Purchase of stock (696,863) {1,742) (5,287) {10,042} (17,01

Cash dividends declared. $0.83 per share - - - - {68,261} (68,261)

Ralance, December 31, 2007 §2,299.257 $ 205,748 S 198,620 5 (7,214) 3 799472 § 1,196,626

See accompanying notes to consolidated financial statements.
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Consclidated Statements of Cash Flows
BancorpSouth, Inc. and Subsidiaries

Operating Activities: ‘
Net income
Adjustment 1o recencile net income to net
cash provided by operating activities:
Proviston for credit losses
Depreciation and amortization
Deferred taxes
Amortization of intangibles
Ameortization of debt securities premium and discount, net
Share-based compensation expense :
Security gains, net
Net deferred loan origination expense
Excess tax benefit from exercise of stock options
Increase in interest receivable
(Decrease) increase in interest payable
Realized gain on student [oans sold
Proceeds from student loans sold
Qrigination of student leans held for sale
Realized gain on mortgages sold
Proceeds from mortgages sold
Origination of mortgages held for sale
Realized gain on insurance proceeds related to Hurricane Katrina
Increase in bank-owned life insurance
(Increase) decrease in prepaid pension asset
Other, net
Net cash provided by operating activities
Investing Activities:
Proceeds from calls and maturities of held-to-maturity securities
Proceeds from calls and maturities of available-for-sale securities
Proceeds from sales of available-for-sale securities
Purchases of held-to-maturity securities
Purchases of available-for-sale securities
Net decrease (increase) in short-term investments |
Net increase in loans
Purchases of premises and equipment
Proceeds from sale of premises and equipment
Proceeds from insurance related to Hurricane Katrina
(Increase) decrease in other real estate owned
Acquisition of businesses, net of cash acquired
Other, net
Net cash used in investing activities
Financing Activities:
Net {decrease) increase in deposits
Net increase in short-term debt and other liabilities
Redemption of junior subordinated debt securities
Repayment of long-term debt
Issuance of common stock
Purchase of common stack
Excess tax benefit from exercise of stock options
Payment of cash dividends
Net cash provided by financing activities
(Decrease) Increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

See accompanying notes 1o consolidated financial statements.

Year Fnded December 31

2007

2006 2005
{In thousands)
$ 137,943 $ 125,194 $ 115,199
22,696 8,577 24,467
27,950 25,597 24,474
15,552 6,295 22,814
5,074 4,634 - 13,427
5,447 13,375 15,369
1,742 463 .
azn (40) {473)
(8,040) (7.513) (7,180)
(1,556) (1,015) .
(2,843) {10,360) (9,254
(915) 11,835 5,985
(2,315) (2,566) (3,124)
86,972 107,101 116,690
(102,798) {106.954) ~ (108,071)
(10,553) (7,508) (7.117)
842,781 610,080 566,546
{837.651) (614,905) (553,970)
. {1,000 (6,877
(7,097 (6.397) {8,167
(41,951) 18,962 {5,663)
{16,674) {48, 850) (7,545)
113,643 124,705 187,530
272,162 319,890 325,833
499,454 424,574 347,093
- 270 116,218
(175,682) (632,495) {450,102)
(424,880) (113,299) (53,163)
148,766 263,574 (352,117)
(540,789) (509,646) (324,816)
{39,632) (52,883) (51,031)
2441 1,489 3,474
y 1,000 15,000
(13,401 4,986 2,075
(62,115) {4,858) (17,513)
(1,362) {955) (4,620)
{335,038) {298.353) (473,669)
(248,894) 103,320 250,592
453,538 122,000 256,410
(3,093) - -
{13,144) (1,521) (3,866)
10,423 4,494 6,594
(17,071 (10,787 (11,938)
1,556 1,015 .
(77.735) {61,890) (65,721)
103,580 156,631 432,071
(115,815) (17,017) 145,932
451,451 _ 468,468 322,536
$ 335.636 3 451,451 3 468,463
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Notes to Consotidated Financial Statements
BancorpSouth, Inc. and Subsidiaries
December 31, 2007, 2006 and 2005

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of BancorpSouth, inc. (the “Company™) have been prepared in
conformity with accounting principles generally accepted in the United States of America. In preparing the
financial statements, management is required to make estimates and assumptions that afTect the reported amounts of
assets and liabilities as of the date of the balance sheets and revenues and expenses for the periods reported. Actual
results could differ significantly from those estimates. The Company’s subsidiaries are engaged in the business of
banking and activities closely related to banking. The Company and its subsidiaries are subject to the regulations of
certain federal and state regulatory agencies and undergo periodic examinations by those regulatory agencies. The
following is a summary of the more significant accounting and reporting policies,

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries, BancorpSouth Bank and its wholly owned subsidiaries (the “Bank”) and Risk Advantage, Inc. All
significant intercompany accounts and transactions have been eliminated in consolidation.

Cash Flow Statements

Cash equivalents include cash and amounts due from banks, including interest bearing deposits with other
banks. The Company paid interest of $376.9 million, $284.3 million and $197.9 million and income taxes of $74.2
million, $84.4 million and $36.8 million for the years ended December 31, 2007, 2006 and 2005, respectively. Fair
value of assets acquired during 2007 as a result of business combinations totaled $961.5 million, while liabilities
assumed totated $791.9 million. Fair value of assets acquired during 2005 as a result of business combinations
totaled $380.8 million, while liabilities assumed totaled $330.4 million.

Securities .

Securities are classified as either held-to-maturity, trading or available-for-sale. Held-to-maturity securities
are debt securities for which the Company has the ability and management has the intent to hold to maturity. They
are reported at amortized cost. Trading securities are debt and equity securities that are bought and held principally
for the purpose of selling them in the near term. They are reported at fair value, with unrealized gains and losses
included in earnings. Available-for-sale securities are debt and equity securities not classified as either held-to-
maturity securities or trading securities. They are reported at fair value, with unrealized gains and losses excluded
from earnings and reported, net of tax, as a separate compenent of shareholders’ equity until realized. Gains and
losses on securities are deterriined on the identified certificate basis. Amortization of premium and accretion of
discount are computed using the interest method. Changes in the valuation of securities which are considered other
than tempeorary are recorded as losses in the period recognized.

. Securities Purchased and Sold Under Agreements to Resell or Repurchase
Securities purchased under agreements to resell are generally accounted for as short-term investments and
securities sold under agreements to repurchase are generally accounted for as collateralized financing transactions
and are recorded at the amounts at which the securities were acquired or sold plus accrued interest. The securities
pledged as collateral are generally U.S. government and federal agency securities.

Loans and Leases .

Loans and leases are recorded at the face amount of the notes reduced by collections of principal. Loans
and leases include net unamortized deferred origination costs or fees. Net deferred origination costs or fees are
recognized as a component of income using the effective interest method. In the event of a loan pay-off, the
remaining net deferred origination costs are automaticatly recognized into income*and/or expense. Where doubt
exists as to the collectibility of the loans and leases, interest income is recorded as payment is received. Interest is
recorded monthly as eamed on all other loans.

The Bank’s policy provides that loans and leases are generally placed in non-accrual status if, in
management’s opinion, payment in full of principal or interest is not expected or payment of principal or interest is
more than 90 days past due, unless the loan or lease is both well-secured and in the process of collection.
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In the normal course of business, management becomes aware of possible credit problems in which
borrowers exhibit potential for the inability to comply with the contractual terms of their loans and leases, but which
do not currently meet the criteria for disclosure as non-performing loans and leases. Historically, some of these
loans and leases are ultimately restructured or placed in non-accrual status.

Any loan or portion thereof which is classified as "loss" by regulatory examiners or which is determined by
management to be uncollectible because of factors such as the borrower's failure to pay interest or principal, the
borrower's financial condition, economic conditions in the borrower's industry or the inadequacy of underlying
collateral, is charged off.

Provision and Allowance for Credit Losses

The provision for credit losses charged to expense is an amount that, in the judgment of management, is
necessary to maintain the allowance for credit losses at a level that is adequate based on estimated probable losses
on the Company's current portfolio of loans. Management's judgment is based on a variety of factors that include
the Company's experience related to loan and lease balances, charge-offs and recoveries, scrutiny of individual
loans and leases and risk factors, results of regulatory agency reviews of loans and leases, and present economic
conditions in the Company's market arca. Material estimates that are particularly susceptible to significant change in
the near term are a necessary part of this process. Future additions to the allowance may be necessary based on
changes in economic conditions. In addition, various regulatory agencies, as an integral part of their examination
process, periodically review the Company's allowance for credit losses. Such agencies may reguire the Company to
recognize adjustments to the allowance based on their judgments about information available to them at the time of
their examination.

Loans Held for Sale

Mortgages originated and intended for sale in the secondary market and student loans originated and
intended for sale under existing contracts are carried at the lower of cost or estimated fair value in the aggregate.
Estimated fair value is determined on the basis of existing commitments or the current market value of similar loans.
Loan sales are recognized when the transaction closes, the proceeds are collected, ownership is transferred and,
through the sales agreement, continuing involvement consists of the right to service the loan for a fee for the life of
the loan, if applicable. Gains on the sale of loans held for sale are recorded as part of other noninterest revenue on
the statement of income.

Government National Mortgage Association (GNMA) optional repurchase programs allow financial
institutions to buy back individual delinquent mortgage loans that meet certain criteria from the securitized loan
pool for which the institution provides servicing. At the servicer’s option and without GNMA'’s prior authorization,
the servicer may repurchase such a delinquent loan for an amount equal to 100 percent of the remaining principal
balance of the loan. Under SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities — a replacement of SFAS No. 125,” this buy-back option is considered a conditional
option until the delinquency criteria are met, at which time the option becomes unconditional. When the Company
is deemed to have regained effective control over these loans under the unconditional buy-back option, the loans
can no longer be reported as sold and must be brought back onto the balance sheet as loans held for sale, regardless
of whether the Company intends to exercise the buy-back option. These loans are reported as held for sale in
accordance with generally accepted accounting principles with the offsetting liability being reported as other
liabilities. At December 31, 2007, the amount of loans subject to buy back was $6.5 miilion.

Premises and Equipment

Premises and equipment are stated at cost, less accumulated depreciation and amortization. Provisions for
depreciation and amortization, computed using straight-line methods, are charged to expense over the shorter of the
lease term or the estimated useful lives of the assets, Costs of major additions and improvements are capitalized.
Expenditures for routine maintenance and repairs are charged to expense as incurred.

Other Real Estate Owned

Real estate acquired in settlement of loans is carried at the lower of cost or fair value, less estimated selling
costs. Fair value is based on independent appraisals and other relevant factors. At the time of acquisition, any
excess of cost over fair value is charged to the allowance for credit losses. Gains and losses realized on sales are
included in other revenue. Other real estate owned is included in the other assets category of the consolidated
balance sheet and totaled $24.3 million and $10.5 million at December 31, 2007 and 2006, respectively.
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Goodwill and Other Intangible Assets .

Goodwill represents costs in excess of the fair value of net assets acquired in connection with purchase
business combinations. Goodwill and intangible assets acquired in a purchase business combination and determined
10 have an indefinite useful life are not amontized, but instead 1esied for impairment at least annually in accordance
with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets.” Intangible assets-with estimable useful lives are amortized over their respective estimated useful
lives to their estimated residual values, and reviewed for impairment in accordance with SFAS No. 144,
“Accounting for Impairment or Disposal of Long-Lived Assets.” Goodwill and other intangible assets are reviewed
annually for possible impairment. If impaired, the asset is written down to its estimated fair value. No impairment
charges have been recognized through December 31, 2007,

Mortgage Servicing Rights :

The Company recognizes as assets the rights to service mortgage loans for others, known as MSRs. Prior
to the Company’s adoption of SFAS No. 156, MSRs were recognized based on the relative fair value of the
servicing right and the mortgage loan on the date the mortgage loan is sold. As a result of the Company’s adoption
of SFAS No. 156 on January 1, 2006, the Company records MSRs at fair value with subsequent remeasurement of
MSRs based on change in fair value. In determining fair value of MSRs, the Company utilizes the expertise of an
independent third party. An estimate of the fair value of the Company’s MSRs is determined by the independent
third party utilizing assumptions about factors such as mortgage interest rates, discount rates, mortgage loan
prepayment speeds, market trends and industry demand. This estimate and assumptions are reviewed by
management. Because the valuation is determined by using discounted cash flow maodels, the primary risk inherent
in valuing the MSRs is the impact of fluctuating interest rates on the estimated life of the servicing revenue stream.
The use of different estimates or assumptions could also produce different fair values. The Company does not
hedge the change in fair value of MSRs and, therefore, the Company is susceptible to significant fluctuations in the
fair value of its MSRs in changing interest rate environments. MSRs are included in the other assets category of the
consolidated balance sheet. Changes in fair value of MSRs are recorded as part of mortgage lending noninterest
revenue on the statement of income.

Pension and Postretirement Benefits Accounting

The Company accounts for its defined benefit pension plans using an actuarial model as required by SFAS
No. 87, “Employers’ Accounting for Pensions.” This model uses an approach that allocates pension costs over the
service pericd of employees in the plan. The Company accounts for its other postretirement benefits using the
requirements of SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.” SFAS
No. 106 requires the Company to recognize net periodic postretirement benefit costs as employees render the
services necessary to earn their postretirement benefits, The principle underlying the accounting as required by
SFAS No. 87 and SFAS No. 106 is that employees render service ratably over the service period and, therefore, the
income statement effects of the Company’s defined benefit pension and postretirement benefit plans should follow
the same pattern. The Company accounts for the over-funded or under-funded status of its defined benefit and other
postretirement plans as an asset or liability in its consolidated balance sheets and recognizes changes in that funded
status in the year in which the changes occur through comprehensive income, as required by SFAS No. 158
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment of FASB
Statement Nos. 87, 88, 106, and 132R.” The December 31, 2006 adoption of SFAS No. 158 resulted in a decrease
in prepaid pension assets of $22.5 million, an increase in pension iiabilities of $2.0 million, a decrease in deferred
income tax liabilities of $9.4 million and a decrease in accumulated other comprehensive income of 315.1 million.

The discount rate is the rate used to determine the present value of the Company’s future benefit
obligations for its pension and other postretirement benefit plans. The Company determines the discount rate to be
used to discount plan liabilities at the measurement date with the assistance of our actuary using the Citigroup
Pension Liability Curve. The Company developed a level equivalent vield using the expected cash flows from the
BancorpSouth, Inc. Retirement Plan based on the December 31, 2007 Citigroup Pensien Discount Curve. The
Citigroup Pension Liability Curve is published on the Society of Actuaries website along with a background paper
on this interest rate curve. Based on this analysis, the Company established its discount rate assumption for
determination of the projected benefit obligation of the pension plans at 6.33% based on a December 31, 2007
measurement date.
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Stock-Based Compensation

At December 31, 2007, the Company had three stock-based employee compensation plans, which are
described more fully in Note 15, Stock Incentive and Stock Option Plans. Prior to January 1, 2006, the Company
accounted for those plans under the recognition and measurement principles of Accounting Principles Board
(“APB™) Opinion No. 25, “Accounting for Stock [ssued to Employees,” and related interpretations. No stock-based
employee compensation cost was reflected in net income, as all options granted under those plans had an exercise
price equal to the market vatue of the underlying common stock on the date of grant. The fair value of each option
granted was estimated on the date of grant using the Black-Scholes-Merton option-pricing model. The following
table illustrates the effect on net income and earnings per share if the Company had applied the fair value
recognition provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” for the year ended
December 31, 2005: )

, 2005
{In thousands, except per share amounts})
Net income, as reported $ 115,199
Deduct: Stock-based employee compensation
expense determined under fair value based
method for all awards, net of related tax effects (2,674)
Pro forma net income § 112,525
Basic earnings per share: As reported h 1.47 )
Pro forma 1.44
Diluted earnings per share: As reported $ 1.47 =
Pro forma 1.43

The fair value of each option grant in 2005 was estimated on the date of grant using the Black-Scholes- -
Merton option-pricing medel with the following assumptions used for grants in 2005: expected options lives of 7
vears; expected dividend yield of 3.40%; expected volatility of 21%, and risk-free interest rates of 3.5%. The ’
Company adopted SFAS No. 123R, “Share-Based Payment,” on January 1, 2006. As a result, the Company
recognized compensation costs for previously granted unvested awards of approximately $7,000 and $26,000 in
2007 and 2006, respectively. The Company recognized compensation costs for newly granted unvested awards of
approximately $786,000 and $247,000 in 2007 and 2006, respectively.

Certain of the Company’s stock option plans originally contained provisions for stock appreciation rights
(“SARs”). Accounting rules for SARs require the recognition of expense for appreciation in the market value of the
Company’s common stock or a reduction of expense in the event of a decline in the market value of the Company’s '
common steck. See Note 135, Stock Incentive and Stock Option Plans, for further disclosures regarding SARs.

Derivative Instruments :

The derivatives held by the Company are commitments to fund fixed-rate mortgage loans to customers and '
forward commitments to sell individual fixed-rate morigage loans. The Company’s objective in obtaining the
forward commitments is to mitigate the interest rate risk associated with the commitments to fund the fixed-rate -
mortgage loans. Both the commitments to fund fixed-rate mortgage loans and the forward commitments to sell
individual fixed-rate mortgage loans are reported at fair value, with adjustments being recorded in current period ‘
earnings, and are not accounted for as hedges.

The Company also enters into derivative financial instruments to meet the financing, interest rate and :
equity risk management needs of its customers. Upon entering into these instruments to meet customer needs, the
Company enters into offsetting positions to minimize interest rate and equity risk to the Company, These derivative -
financial instruments are reported at fair value with any resulting gain or loss recorded in current period earnings.
These instruments and their offsetting positions are recorded in other assets and other liabilities on the consolidated
balance sheets. As of December 31, 2007, the notional amount of customer related derivative financial instruments
was $153.6 mitlion with an average maturity of 110 months, an average interest receive rate of 8.6% and an average
interest pay rate of 6.4%.
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Recent Proncuncements .

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB issued FASB
Interpretation No. 48 (“FIN 48™), “Accounting for Uncertainty in Income Taxes — an interpretation of SFAS 109.”
FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
accordance with SFAS 109, “Accounting for Income Taxes,” and prescribes a recognition threshold and
measurement attribute for financial statement disclosure of tax positions taken or expected to be taken on a tax
return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods, disclosure and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006, The
Adoption of FIN 48 has had no material impact on the financial position or results of operations of the Company:,

In February 2006, SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments, an amendment of
FASD Statements No. 133 and 140,” was issued. SFAS No. 155 permits fair value remeasurement for any hybrid
financial instrument that contains an embedded derivative that otherwise would require bifurcation, clarifies which

_ interest-only strips and principal-only strips are not subject to the requirements of SFAS No. 133, establishes a

requirement to evaluate interests in securitized financial assets to identify interests that are freestanding derivatives
or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation, clarifies that
concentrations of credit risk in the form of subordination are not embedded derivatives and amends SFAS No. 140
to eliminate the prohibition on a qualifying special-purpose entity from holding a derivative financial instrument
that pertains to a beneficial interest other than another derivative financial instrument. In January 2007, the FASB
issued Derivatives Implementation Group Issue B-40, “Application of Paragraph 13(b) to Securitized Interests in
Prepayable Financial Assets” (DIG B40). DIG B40 provides an exemption from the embedded derivative test of
paragraph 13{b) of SFAS No. 133 for instruments that would otherwise require bifurcation if the test is met solely
because of a prepayment feature included within the securitized interest and prepayment is not controlled by the
security holder. SFAS No. 155 and DIG B4( is effective for all financial instruments acquired or issued after the
beginning of an entity’s first fiscal year that begins after September 15, 2006. The adoption of SFAS No. 155 has
had no material impact on the financial position or results of operations of the Company.

In September 2006, SFAS No. 157, “Fair Value Measurements,” was issued. SFAS No. 157 establishes a
framework for measuring fair value in accordance with generally accepted accounting principles and expands
disclosures about fair value measurements. SFAS No. 157 is effective for fiscal years beginning after November
15, 2007 and interim periods within those fiscal years. In November 2007, the FASB proposed a one year deferral
of the fair value measurement requirements for non-financial assets and liabilities that are not required or permitted
to be measured at fair value on a recurring basis. The Company is currently evaluating the 1mpact that the adoption
of SFAS No. 157 will have on the financial position of the Company.

In September 2006, the Emerging Issues Task Force (“EITF”) reached a final consensus on Issue No. 06-4,
“Accounting for the Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements.” EITF 06-4 requires employers to recognize a liability for future benefits provided
through endorsement split-dollar life insurance arrangements that extend into postretirement periods in accordance
with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions” or APB Opinion
No. 12, “Omnibus Opinion — 1967.” EITF 06-4 is effective for fiscal years beginning after December 15, 2007,
Entities should recognize the effects of applying EITF 06-4 through either {a) a change in accounting principle
through a cumulative-effect adjustment to retained earnings or to other components of equity or net assets in the
statement of financial position as of the beginning of the year of adoption or (b} a change in accounting principle
through retrespective application to all prior periods. The adoption of EITF 06-04 will result in a cumulative-effect
adjustment to retained eamings of approximately $1.7 million at January 1, 2008.

In February 2007, SFAS No. 159, *The Fair Value Option for Financial Assets and Financial Liabilities,”
was issued. SFAS Ne. 159 permits entities to choose to measure many financial instruments and certain other items
at fair value. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. The Company is
currently evaluating the impact that the adoption of SFAS No. 159 will have on the financial position of the
Company.

In November 2007, the SEC issued Staff Accounting Bulletin No. 109, “Written Loan Commitments
Recorded at Fair Value Through Earnings” (“SAB No. 109”). SAB No. 109 rescinds SAB No. 105°s prohibition on
inclusion of expected net future cash flows related to loan servicing activities in the fair value measurement of a
written loan commitment. SAB No. 109 also applies to any loan commitments for which fair value accounting is
elected under SFAS No. 159. SAB No. 109 is effective prospectively for derivative loan commitments issued or
modified in fiscal quarters beginning after December 15, 2007. The Company is currently evaluating the impact
that the adoption of SAB No. 109 will have on the financial position of the Company.
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In December 2007, SFAS No. 141(R), “Business Combinations,” was issued. SFAS No. 141(R) expands
the definition of transactions and events that qualify as business combinations; requires that the acquired assets and
liabilities, including contingencies, be recorded at fair value determined on the acquisition date; changes the
recognition timing for restructuring costs; and requires the expensing of acquisition costs as incurred. SFAS No.
141(R) is effective for fiscal years beginning on or after December 15, 2008. The Company is currently evaluating
the impact that the adoption of SFAS No. 141(R) will have on the financial position or results of operations of the
Company.

In December 2007, SFAS No. 160, “Noncontrolling Interest in Consolidated Financial Statements — an
Amendment of ARB No. 51” was issued. SFAS No. 160 requires that acquired assets and liabilities be measured at
full fair value without consideration to ownership percentage. Under SFAS No. 160, any non-controlling interests
in an acquiree should be presented as a separate component of equity rather than on a mezzanine level.
Additionally, SFAS No. 160 provides that net income or loss should be reported in the consolidated income
statement at its consolidated amount, with disclosure on the face of the consolidated income statement of the amount
of consolidated net income which is attributable to the parent and noncontrolling interest, respectively. SFAS No.
160 is effective prospectively for periods beginning on or after December 15, 2008, with the exception of the
presentation and disclosure requirements which should be retrospectively applied to all periods presented. The
Company is currently evaluating the impact that the adoption of SFAS No. 160 will have on the financial position
or results of operations of the Company. :

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be recovered
or setiled. The effect of a change in tax rates on deferred tax assets and liabilities is recognized in income in the
period that inciudes the enactment date. The Company, with the exception of the Bank's credit life insurance
subsidiary, files a consolidated federal income tax return.

Insurance Commissions

Commission income is recorded as of the effective date of insurance coverage or the billing date,
whichever is later. Contingent commissions and commissions on premiums billed and collected directly by
insurance companies are recorded as revenue when received, which is our first notification of amounts earned. The
income effects of subsequent premium and fee adjustments are recorded when the adjustments become known.

Other

Prior to 2006, trust income was recorded on the cash basis as received, which resulted in amounts that did
not differ materially from the amount that would be recorded under the accrual basis. During 2006, the Company
changed from recognizing trust income on the cash basis as received to recognizing trust income on the accrual
basis.

(2) BUSINESS COMBINATIONS ‘

On December 1, 2005, American State Bank Corporation (“ASB”), a financial holding company with
approximately $358 million in assets headquartered in Jonesboro, Arkansas, merged with and into the Company.
Pursuant to the merger, ASB’s subsidiary, American State Bank, merged with and into the Bank, Consideration
paid to complete this transaction consisted of 1,127,544 shares of the Company’s commorstock in addition to cash
paid to ASB shareholders in the aggregate amount of $25,001,242. This transaction was accounted for as a
purchase, and accordingly, the results of operations have been included since the date of acquisition. This
acquisition was not material to the financial position or results of operations of the Company.

On March 1, 2007, City Bancorp, a bank holding company with approximately $850 million- in assets
headquartered in Springfield, Missouri, merged with and into the Company. As a result of the merger, City
Bancorp’s subsidiary, The Signature Bank, became a subsidiary of the Company. Effective July 1, 2007, The
Signature Bank merged with and into BancorpSouth Bank. Consideration paid to complete this transaction
consisted of 3,313,848 shares of the Company’s common stock in addition to cash paid to City Bancorp’s
shareholders in the aggregate amount of approximately $83.4 million. In addition, all outstanding City Bancorp
stock options were converted into stock options to purchase 272,834 shares of the Company’s common stock, This
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transaction was accounted for as a purchase. ‘This acquisition was not material to the financial position or results of
operations of the Company.

(3) HELD-TO-MATURITY SECURITIES

A comparison of amortized cost and estimated fair values of held-to-maturity securities as of December 31,
2007 and 2006 follows:

2007

Gross Gross Estimated

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

(In thousands)
U.S. Treasury 3 - $ - 5 - $ -
U.S. Governmenit agencies 1,375,656 25,379 2,034 1,399,001
Obligations of states and political subdivisions 243,259 3,204 1,043 245420
Other 7,001 23 - 7,024
Total $1,625,916 $ 28606 § 3077 51,651,445
2006
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands})

U.S. Treasury § 10,038 $ - § 29 $ 10,009
U.S. Government agencies 1,514,882 4,647 18,804 1,500,725
Obligations of states and political subdivisions 191,493 3416 1,000 193,909
Other 7,007 101 - 7,108
Total $1,723,420 $ 8164 $ 19,833 $1,711,75)

Gross gains of approximately $103,000 and gross losses of approximately $6,000 were recognized in 2007,
gross gains of approximately $28.000 and gross losses of approximately $5,000 were recognized in 2006 and gross
gains of approximately $130,000 and gross losses of approximately $4,000 were recognized in 2005 on held-to-
maturity securities. These gains and losses were the result of held-to-maturity securities being called prior to
maturity.

Held-to-maturity securities with a carrying value of approximately $1.4 billion at December 31, 2007 were
pledged to secure public and trust funds on deposit and for other purposes. Included in held-to-maturity securities
at December 31, 2007 were securities with a carrying value of $147.9 million issued by the State of Mississippi and
securities with a carrying value of $66.4 million issued by the State of Arkansas.

The amortized cost and estimated fair value of held-to-maturity securities at December 31, 2007 by
contractual maturity are shown below. Actual maturities may differ from contractual maturities because borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties.

2007
N Estimated
Amortized Fair
Cost Value
) (In thousands)
Maturing in one year or less $ 421,555 § 422264
Maturing after one year through five years 866,110 884,673
Maturing afier five years through ten years 259,153 265,137
Maturing after ten years 79,098 79,371
Total $ 1,625916 $ 1,651,445
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A summary of temporarily impaired held-to-maturity investments with continuous unrealized loss positions
at December 31, 2007 follows:

Less Than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In thousands)
U.S. Treasury $ - 3 - 8 - 3 - 8 - 8 -
U.S. Government agencies - - 407,077 2,034 407,077 2,034
Obligations of states and
political subdivisions 32,665 440 46,982 603 79,647 1,043
Total $ 32,665 $ 440 $ 454,059 $ 2637 $ 486,724 § 3,077

Based upon review of the credit quality of these securities and the intent and ability to hold the securities
for a period of time sufficient for a recovery of costs, at which point the fair value will mirror amortized cost, the
impairments related to the securities were determined to be temporary.

(4) AVAILABLE-FOR-SALE SECURITIES
A comparison of amortized cost and estimated fair values of available-for-sale securities as of December

31, 2007 and 2006 follows:

&

2007
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands)
U.S. Government agencies $ 850,119 $ 11,423 $ 5,018 $ 856,524
Obligations of states and political subdivisions 84,853 1,246 218 85,881
Preferred stock 843 118 - 961
Other ' 57,020 1,226 418 57,828
Total $ 992,835 $ 14,013 $ 5,654 $1,001,194
2006
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
{In thousands)

U.S. Government agencies $ 9i3,584 $ 1,806 $ 18,272 $ 897,118
Obligations of states and political subdivisions 101,399 1,688 103 102,984
Preferred stock 843 127 - 970
Other 38,374 2,554 1 40,927
Total $1,054,200 $ 6,175 $ 18376 $1,041,999

Gross gains of approximately $22,000 were recognized in 2007, gross gains of approximately $117,000
were recognized in 2006 and gross gains of approximately $346,000 were recognized in 2005 on available-for-sale
securities.

Available-for-sale securities with a carrying value of approximately $883.1 million at December 31, 2007
were pledged to secure public and trust funds on deposit and for other purposes. Included in available-for-sale
securities at December 31, 2007, were securities with a carrying value of $32.9 million issued by the State of
Mississippi and securities with a carrying value of $45.3 million issued by the State of Arkansas.

The amortized cost and estimated fair value of available-for-sale securities at December 31, 2007 by
contractual maturity are shown below. Actual maturities may differ from contractual maturities because borrowers
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may have the right to call or prepay obligations with or without call or prepayment penalties. Equity securities are
considered as maturing after 10 years.

2007
Estimated
Amortized Fair
Cost Value
(In thousands)
Maturing in one year or less $ 193,770 $ 193,438
Maturing after one year through five years 583,596 588,855
Maturing after five years through ten years 90,382 91,637
Maturing after ten years 125,087 127,264
Total $ 992,835 $ 1,001,194

A summary of temporarily impaired available-for-sale investments with continuous unrealized loss
positions at December 31, 2007 foillows:

Less Than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In thousands)
U.S. Government agencies § 1,178 b 5 $ 408,506 $ 5013 $ 409,634 % 5,018
Obligations of states and
political subdivisions 4,150 195 2,767 23 6,917 218
Other 7,582 418 - - 7,582 418
Total $ 12,510 $ 618 $ 411,273 § 5036 $ 424,183 $ 5654

Based upon a review of the credit quality of these securities, the ability and intent to hold these securities
for a period of time sufficient for a recovery of costs and the volatility of their market price, the impairments related
10 these securities were determined 10 be temporary.

(5) LOANS AND LEASES
A summary of loans and leases classified by collateral type at December 31, 2007 and 2006 follows:
2007 2006
(In thousands)

Commercial and agricultural $ 1,236,776 $ 968915
Consumer and installment 450,882 388,212
Real estate mortgage: .

One to four family ' 2,529,986 2,690,893

Other 4,490,445 3,514,598
Lease financing 285,865 312,313
Other : . 233,541 42,592

Total . § 9,227,495 $ 7,917,523

Non-performing loans and leases consist of both non-accrual loans and leases and loans and leases that
have been restructured (primarily in the form of reduced interest rates) because of the borrower's weakened
financial condition. The aggregate principal balance of non-accrual loans and leases was $9.8 million and 56.6
million at December 31, 2007 and 2006, respectively. Restructured loans and leases totaled approximately
$721,000 and $1,571,000 at December 31, 2007 and 2006, respectively.

The total amount of interest earned on non-performing loans and leases was approximately $385,000,
$114,000 and $194,000 in 2007, 2006 and 20035, respectively. The gross interest income which would have been
recorded under the original terms of those loans and leases amounted to approximately $964,000, $475,000 and
$600,000 in 2007, 2006 and 2005, respectively. ‘

Loans considered impaired under SFAS No. 114, “Accounting by Creditors for Impairment of a Loan —an
amendment of FASB Statements No. 5 and 15,” as amended by SFAS No. 118, “Accounting by Creditors for
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Impairment of a Loan-Income Recognition and Disclosures — an amendment of FASB Statement No. 114,” are
loans for which, based on current information and events, it is probable that the Company will be unable to collect
all amounts due according to the contractual terms of the loan agreement. The Company’s recorded investment in
loans considered impaired at December 31, 2007 and 2006 was $9.5 million and $9.1 million, respectively, with a
valuation allowance of $4.4 million and $4.5 million, respectively. The average recorded investment in impaired
loans during 2007 and 2006 was $8.0 million and $9.6 million, respectively.

(6) ALLOWANCE FOR CREDIT LOSSES
The following summarizes the changes in the allowance for credit losses for the years ended December 31,

2007, 2006 and 2005;
2007 2006 2005
{In thousands)

Balance at beginning of year $ 98,834 $ 101,500 3 91,673

Provision charged to expense 22,696 8,577 24,467

Recoveries . 4,355 4,860 4,557

Loans and leases charged off (16,841) (16,103) (20,433)
Acquisitions 6,153 - 1,236

Balance at end of year $ 115,197 $ 98,834 3 101,500

(7) PREMISES AND EQUIPMENT
A summary by asset classification at December 31, 2007 and 2006 follows:

Estimated”
Useful Lite
Years 2007 2006
(In thousands)

Land N/A $ 59,170 $ 54,078
Buildings and improvements 10-40 246,255 228,613
L.easeheld improvements 10-39 10,566 8,019
Equipment, furniture and fixtures 3-12 239,164 221,974
Construction in progress N/A 25,221 13,683
Subtotal ’ 580,376 526,367
Accumulated depreciation and amortization 262,997 239,152
Premises and equipment, net § 317,379 $§ 287,215

(8) GOODWILL AND OTHER INTANGIBLE ASSETS
The following table presents the changes in the carrying amount of goodwill by operating segment for the
years ended December 31, 2007 and 2006:

2007
General
Community Corporate
Banking_ and Other Total
(In thousands)

Balance as of January 1, 2007 $ 105,083 $ 38,635 3§ 143,718
Goodwill acquired during the year 109,697 1,474 111,171
Balance as of December 31, 2007 $ 214,780 § 40,109 § 254,889
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2006

CGeneral
Community Corporate
Banking and Other Total
. (In thousands)
Balance as of January 1, 2006 $ 103,462 $ 35292 % 138,754
Goodwill acquired during the year 1,621 3,343 4,964
Balance as of December 31, 2006 3 105,083 § 38635 § 143,718

The Company’s annual goodwill impairment evaluation for 2007 and 2006 indicated no impairment of
goodwill for its reporting units. The Company will continue to test reporting unit goodwiil for potential impairment
on an annual basis in the Company’s fourth quarter, or sooner if a goodwill impairment indicator is identified.

The following table presents information regarding the components of the Company’s identifiable
intangible assets for the years ended December 31, 2007 and 2006:

Year ended Year ended
. December 31, 2007 December 31, 2006
| Cross Carrying Accurlated Gross Carrying, Acourilated
| Amount Amortization Amount Amortization
Amortized intangible assets: (In thousands)
Core deposit intangibles 5 21801 § 14448 8§ 2069 $ 11,706
Custorner relationship intangibles 24,639 o 12,536 23,164 10412
Norrsolicitation intangibles 665 265 65 57
Total 5 53,105 § 27249 § 43928 § 22,175
.- Unamortized intangible assets:
Trade names $ 688 & - % 688 § -
Year ended
Decermber 31,
- 2007 2006
= Agpregate amortization expense for: {In thousands)
Core deposit intangibles $ 2742 § 2251
Customner relationship infangibles 2,124 2,361
Nor-solicitation intangibles 208 pe
Total 3 5014 8§ 4,634

The following table presents information regarding estimated amortization expense on the Company’s
amortizable identifiable intangible assets for the year ending December 31, 2008, and the succeeding four years:

Core Customer Non-
Deposit Relationship Solicitation
Intangibles Intangibles Intangibles Total
Estimated amortization expense: (In thousands)
For the year ending December 31, 2008 $ 2,503 $ 2,002 $ 240§ 4,745
For the year ending December 31, 2009 2,235 1,756 160 4,151
For the year ending December 31, 2010 1,834 1,543 - 3,377
For the year ending December 31, 2011 1,542 1,357 - 2,899
For the year ending December 31, 2012 946 1,195 - 2,141
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(9) TIME DEPOSITS AND SHORT-TERM DEBT

Certificates of deposit and other time deposits of $100,000 or more amounting to approximately $2.1
billion were outstanding at each of December 31, 2007 and 2006. Total interest expense relating to certificate and
other time deposits of $100,000 or more totaled $106.1 million, $82.9 million and $59.4 million for the ycars ended
December 31, 2007, 2006 and 20035, respectively.

For time deposits with a remaining maturity of more than one year at December 31, 2007, the aggregate
amount of maturities for the following five years is presented in the following table:

Maturing in Amount
{In thousands)
2009 S 431,292
2010 145,839
2011 92,458
2012 95,770
2013 603
Thereafter 1,176
Total $ 767,138

Presented below is information relating to short-term debt for the years ended December 31, 2007, 2006
and 2005:

2007
Maximum
End of Period Daily Average Qutstanding
Interest interest at any
Balance Rate Balance Rate Month End
(Dollars in thousands)
Federal funds purchased b 200 28 % § 39,558 53 % § 185281
Flexible repurchase agreements purchased S - 4149 42 8,581
Securities sold under agreement to repurchase 809,698 34 737,861 44 912,691
Short-term FHLB advances 706,586 2.9 279,125 4.9 706,586
Total $ 1,516,484 $ 1,060,693 $1,813,139
2006
Maximum
End of Pericd Daily Average QOutstanding
[nterest Interest atany

Balance Rate Balance Rate Month End

Federal funds purchased $ 2,400 48 % & 19,809 53 % § 51450
Flexible repurchase agreements purchased 10,957 4.1 38,237 4.0 55,875
Securities sold under agreement to repurchase 659,081 4.5 637,026 43 715,011
Short-term FHLB advances 200,000 5.2 111,789 5.3 325,000
Total $ 872438 $ 806,861 $1,147,336
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2005

. Maximum

End of Period Daily Average Outstanding
Interest Interest at any

Balance Rate Balance Rate Month End

Federal funds purchased $ 2,300 38 % § 9,953 3.0 % 3 45,000
Flexible repurchase agreements purchased 59,531 4.0 12,877 3.8 39,556
Securities sold under agreement to repurchase 686,308 34 481,238 2.6 686,308
Short-term FHLB advances 2,000 3.8 20,874 3.1 62,000
Total $ 750,139 $ 524,942 $ 852,864

Federal funds purchased generally mature the day following the date of purchase while securities seld
under repurchase agreements generally mature within 30 days from the date of sale. Short-term FHLB borrowings
generally mature within 30 days following the date of purchase. At December 31, 2007, the Bank had established
informal federal funds borrowing lines of credit aggregating $635 million.

(10) LONG-TERM FEDERAL HOME LOAN BANK BORROWINGS

The Bank has entered into a blanket floating lien security agreement with the Federal Home Loan Bank
(“FHLB™} of Dallas. Under the terms of this agreement, the Bank is required to maintain sufficient coliateral to
secure borrowings in an aggregate amount of the lesser of 75% of the book value (i.e., unpaid principal balance) of -
the Bank’s eligible mortgage loans pledged as collateral or 35% of the Bank’s assets.

At December 31, 2007, the following FHLB fixed term advances were repayable as follows:

Final due date [nterest rate Amount
{In thousands)
2009 3.40%-5.90% 5 2,627
2010 3.02%-5.86% 3,500
2011 5.28%-6.93% 2,850
2012 4.71% 1,500
Thereafter 4.69%-5.99% 78,500
Total $ 88,977

(11) JUNIOR SUBORBDINATED DEBT SECURITIES

In 2002, the Company issued $128.9 million in 8.15% Junior Subordinated Debt Securities to
BancorpSouth Capita} Trust I (the “Trust”), a business trust. The Trust used the proceeds from the issuance of five
million shares of 8.15% trust preferred securities, $25 face value per share, to acquire the 8.15% Junior
Subordinated Debt Securities. Both the Junior Subordinated Debt Securities and the trust preferred securities mature
on January 28, 2032, and are callable at the option of the Company after January 28, 2007.

Pursuant to the merger with Business Holding Corporation on December 31, 2004, the Company assumed
the liability for $6.2 million in Junior Subordinated Debt Securities issued to Business Holding Company Trust I, a
statutory trust. Business Holding Company Trust [ used the proceeds from the issuance of 6,000 shares of trust
preferred securities to acquire the Junior Subordinated Debt Securities. Both the Junior Subordinated Debt
Securities and the trust preferred securities mature on April 7, 2034, and are callable at the option of the Company,
in whole or in part, on any January 7, April 7, July 7 or October 7 on or after April 7, 2009. The Junior
Subordinated Debt Securities and the trust preferred securities pay a per annum rate of interest, reset quarterly,
equal to the three month London Interbank Offered Rate (“LIBOR™) plus 2.80% from January 30, 2004 to April 7,
2009 and thereafter at LIBOR plus 2.85%.

Pursuant to the merger with Premier Bancorp, Inc, on December 31, 2004, the Company assumed the
liability fer $3.1 million in Junior Subordinated Debt Securities issued to Premier Bancorp Capital Trust [, a
statutory trust. Premier Bancorp Capital Trust 1 used the proceeds from the issuance of 3,000 shares of trust
preferred securities to acquire the Junior Subordinated Debt Securities. Both the Junior Subordinated Debt
Securities and the trust preferred securities mature on November 7, 2032, and are callable at the option of the
Company, in whole or in part, on any February 7, May 7, August 7 or November 7 on or afier November 7, 2007,
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The Junior Subordinated Debt Securities and the trust preferred securities pay a per annum rate of interest, reset
quarterly, equal to the three month LIBOR plus 3.45%. The Company redeemed the Junior Subordinated Debt
Securities and the related trust preferred securities at par on November 7, 2007.

Pursuant to the merger with ASB on December 1, 2005, the Company assumed the liability for $6.7
miilion in Junior Subordinated Debt Securities issued to American State Capital Trust I, a statutory trust. American
State Capital Trust 1 used the proceeds from the issuance of 6,500 shares of trust preferred securities to acquire the
Junior Subordinated Debt Securities. Both the Junior Subordinated Debt Securities and the trust preferred securities
mature on April 7, 2034, and are callable at the option of the Company, in whole or in part, on July 7, October 7,
January 7 or April 7 on or after April 7, 2009. The Junior Subordinated Debt Securities and the trust preferred
securities pay a per annum rate of interest, reset quarterly, equal to the three month LIBOR plus 2.80%.

Pursuant to the merger with City Bancorp on March 1, 2007, the Company assumed the liability for $8.2
million in Junior Subordinated Debt Securities issued to Signature Bancshares Preferred Trust I, a statutory trust.
Signature Bancshares Preferred Trust 1 used the proceeds from the issuance of 8,000 shares of trust preferred
securities to acquire the Junior Subordinated Debt Securities. Both the Junior Subordinated Debt Securities and the
trust preferred securities mature on October 8, 2033, and are callable at the option of the Company, in whele or in
part, on any January 8, April 8, July 8 or October 8 on or afier October 8, 2008. The Junior Subordinated Debt
Securities and the trust preferred securities pay a per annum rate of interest, reset quartetly, equal to the three-month
LIBOR plus 3.00%.

Pursuant to the merger with City Bancorp on March 1, 2007, the Company also assumed the liability for
$10.3 million in Junior Subordinated Debt Securities issued to City Bancorp Preferred Trust 1, a statutory trust. City
Rancorp Preferred Trust | used the proceeds from the issuance of 10,000 shares of trust preferred securities to
acquire the Junior Subordinated Debt Securities. Both the Junior Subordinated Debt Securities and the trust
preferred securities mature on March 15, 2035, and are callable at the option of the Company, in whole or in part,
on any March 15, June 15, September 15, or December 15 on or after March 15, 2010. The Junior Subordinated
Debt Securities and the trust preferred securities pay a per annum rate of interest, reset quarterly, equal to the three-
month LIBOR plus 2.2%.

(12) INCOME TAXES
Total income taxes for the years ended December 31, 2007, 2006 and 2005 are allocated as follows:

2007 2006 2005
{In thousands) .
Income tax expense $ 66,001 $ 64,968 $ 52,601
Shareholders’ equity for other comprehensive income | 10,855 (5,275) (9,574)
Shareholders’ equity for stock option plans (1,556} (1,015) (1,179)
Total $ 75300 § 584678 $ 41,848

The components of income tax expense atiributable to operations are as follows for the years ended,
December 31, 2007, 2006 and 2005:

2007 2006 2005
Current: {In thousands)
Federal ) $ 45,732 $ 55284 $ 28,021
State 4,717 3,389 1,766
Deferred: .
Federal 13,519 5,472 19,832
State 2,033 823 2,982
Totat . $ 66,001 § 64,968 $ 52,601

Income tax expense differs from the amount computed by applying the U.S. federal income tax rate of 35%
to income before income taxes due to the following:

63




-

| 2007 2006 2005
(In thousands)
Tax expense at statutory rates £ 71,381 $ 66,557 $ 58730
Increase (decrease) in taxes resulting from:
State income taxes, net of federal tax benefit 4,387 3.437 3,086
State income tax contingency recovery - (1,958) -
Tax-exempt interest revenue (3,786) (5,894) (5,403)
Tax-exempt earnings on life insurance (2,427) (2,285) (2,119)
Deductible dividends paid on 401K plan (1,873) (1,772) (1,710}
Non-recoverable overpayment of prior years tax - 6,750 -
Other, net 319 133 17
Total _ $§ 66001  § 64968 $ 52,601

The tax effects of temporary differences that give rise 1o significant portions of the deferred tax asseis and
deferred tax liabilities at December 31, 2007 and 2006 are as follows:

2007 2006
Deferred tax assets: ' (In thousands)

Loans, principally due to allowance ‘ '

for credit losses $ 47979 $ 36,006
Accrued liabilities, principally due to

compensation arrangements and vacation accruals 11,967 10,227
Net operating loss carryforwards 9 140 349
Unrealized pension expense 7,666 10,658

Total gross deferred tax assets 67,752 57,240

Less: valuation allowance - -

Deferred tax assets $ 67,752 $ 57,240

Deferred tax habilities:

Premises and equipment, principally due

to differences in depreciation and lease transactions $ 32907 $ 46,706
Other assets, principally due to expense recognition 33,042 15,910
Investments, principally due to interest income recognitiorl;l 8,032 6,658
Mortgage servicing rights 15,777 10,886
Unrealized net losses {gains) on available-for-sale securities 3,198 {4,663)

Total gross deferred tax liabilities 112,956 75,495
Net deferred tax liabilities ‘ $ (45,204) $ (18.255)

Based upon the level of historical taxable income and projections for future taxable income over the
periods in which the deferred tax assets are deductible, management believes it is more likely than not that the
Company will realize the benefits of these deductible differences existing at December 31, 2007.

At December 31, 2007, the Company had net operating loss carryforwards related to business
combinations for federal income tax purposes of approximately $365,000 that are available to offset future federal
taxable income, subject to various limitations, through 2009. At December 31, 2007, the Company had a $16.7
million receivable for federal and state income taxes resulting from an overpayment of taxes in years 2003, 2004,
2005 and 2006.

The Company adopted the provisions of FIN 48 on January 1, 2007. As a result of the implementation of
FIN 48, the Company recognized an approximate $355,000 increase in the liability for unrecognized tax benefits.
The following table presents the activity in unrecognized tax benefits for 2007:
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Amount

(In thousands)
Unrecognized tax benefit at adoption, January | $ 355
Gross increases - tax positions in prior period -
Gross decreases - tax positions in prior period -
Gross increases - tax positions in current period -
Gross decreases - tax positions in current period -
Settlements -
Lapse of statute of limitations -
Unrecognized tax benefit, December 31 3 355

Included in the balance of unrecognized tax benefits at December 31, 2007, are approximately $355,000 of
tax benefits that, if recognized, would affect the effective (ax rate.

The Company recognizes accrued interest related to unrecognized tax benefits and penalties as a
component of other noninterest expense. Related to the uncertain tax benefits noted above, the Company accrued
penalties of $88,075 and interest of $96,638 during 2007 and in total, as of December 31, 2007, has recognized a
liability for penalties of $88,075 and interest of $105,703.

The Company does not expect that unrecognized tax benefits will significantly increase or decrease within
the next 12 months.

The Company is subject to taxation in the United States and various states and local jurisdictions.
The tax years that remain open for examination for the Company’s major jurisdictions of the United States,
Mississippi, Arkansas, Tennessee, Alabama, Louisiana and Missouri are 2003, 2004, 2005 and 2006, With few
exceptions, the Company is no longer subject to United States federal, state or local examinations by tax authorities
for years before 2004.

(13) PENSION, OTHER POST RETIREMENT BENEFIT AND PROFIT SHARING PLANS

The BancorpSouth, Inc. Retirement Plan (the “Basic Plan”) is a non-contributory defined benefit pension
plan managed by a trustee covering substantially all full-time employees who have at least one year of service, have
attained the age of 21 and were hired prior to January |, 2006. Benefits are based on years of service and the
employee's compensation. The Company's funding policy is to contribute to the Basic Plan the amount that meets
the minimum funding requirements set forth in the Employee Retirement Income Security Act af 1974, plus such
additional amounts as the Company determines to be appropriate. The difference between the plan assets and
projected benefit obligation is included in other assets or other liabilities, as appropriate. Actuarial assumptions are
evaluated periodically.

The BancorpSouth, Inc. Restoration Plan (the “Restoration Plan™) provides for the payment of retirement
benefits to certain participants in the Basic Plan. The Restoration Plan is a non-qualified plan that covers any
employee whose benefit under the Basic Plan is limited by the provisions of the [nternal Revenue Code of 1986, as
amended (the “Code”), and any employee who elects to participate in the BancorpSouth, Inc. Deferred
Compensation Plan, which. reduces the employee’s benefit under the Basic Plan. The Company also has a non-
qualified defined benefit supplemental retirement plan (the “Supplemental Plan”) for certain key employees.
Benefits commence when the employee retires and are payable over a peried of 10 vears.

During 2003, the Company established a retiree medical plan pursuant to which the Company subsidized
the cost of retiree health care coverage for current retirees and employees who retire over the next five years. Under
the plan, the Company subsidized retiree health care coverage on a decreasing basis through 2007. Beginning in
2008, the Company will only provide access to coverage for its retirees and subsequent years’ retired employees.

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the
“MPDIMA") became law in the United States. Effective in 2006, the MPDIMA introduces a prescription drug
benefit under Medicare as well as a federal subsidy to sponsors of retiree health care benefit plans that provide a
benefit that is at least actuarially equivalent to the Medicare benefit. Because the Company’s subsidy of the cost of
retiree health care coverage was phased out at the end of 2007, the MPDIMA had no material financial impact on
the obligations of the Company’s retiree medical plan. The Company has no benefit obligation related to the retiree
medical plan as of December 31, 2007,

The Company uses a December 31 measurement date for its pension and other benefit plans.
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A summary of the defined benefit reticement plans at and for the years ended December 31, 2007, 2006
and 2005 follows:

Pension Benefits

2007 2006 2003
Change in benefit obligation: (In thousands)
Projected benefit obligation at beginning of year $ 107,226 $ 100,319 $ 82,048
Service cost 7,835 7,034 6,143
Interest cost 6,129 5,442 4,907
Amendments . 246 -
Actuarial loss (7,475) (1,632) 12,541
Benefits paid {4,242) (4,183) {5,320}
Projected benefit obligation at end of year $ 109473 $ 107,226 $ 100319
Change in plan assets:
Fair value of plan assets at beginning of vear £ 92,043 § 77,931 § 68,839
Actual return on assets 7,495 8,943 3,442
Emplover contributions 40,128 9,352 10,970
Benefits paid (4,242) (4,183) (5,320)
Fair value of plan assets at end of year $ 135424 $ 92,043 $ 77,931
Funded status:
Projected benefit obligation $ (109473) 8 (107,226) § (100,319)
Fair value of plan assets 135,424 92,043 77,931
Unrecognized transition amount - - 165
Unrecognized prior service cost : - - 2,491
Unrecognized actuarial loss - - 31,762
Net amount recognized $ 25951 $ (15183 % 12,030

Amounts recognized in the consolidated balance sheets consist of:

Pension Benefits

2007 2006 2005
{In thousands)

Prepaid benefit cost $ 58,999 $ 23,523 $ 20676
Accrued benefit hability (13,006) (10,842) (13,556}
Intangible asset - - 1,056
Accumulated other comprehensive

income adjustment {20,042) (27,864) 3,854
Net amount recognized £ 2595] $ (15183 § 12,030

Pre-tax amounts recognized in accumulated other comprehensive income consists of:

Year ended December 31,
2007 2006
{In thousands}

Net transition obligation $ 129 $ 146
Net prior service cost 2,242 2,499
Net actuarial loss 17,671 25,219
Total accumulated other comprehensive income 5 20,042 $ 27,864
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The net transition obligation, net prior service cost and net actuarial loss that will be amortized from
accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are approximately
$18,000, $267,000 and $292,000, respectively.

The components of net periodic benefit cost at December 31, 2007, 2006 and 2005 are as follows:

Pension Benefits

2007 2006 2005
Components of net periodic benefit cost: (In thousands)
Service cost $ 7,835 $ 7,034 $ 6,143
Interest cost . 6,129 5,442 4,907 '
Expected return on assets : (9,122) (5,941) (5,450)
Amortization of unrecognized transition amount 18 18 18
Recognized prior service cost 256 239 249
Recognized net (gain) loss 1,700 1,909 1,262
Net periodic benefit cost 3 6,816 3 8,701 Y 7,129

The weighted-average assumptions used to determine benefit obligations at December 31, 2007 and 2006
are as follows:

Pension Benefits

2007 2006
Discount rate 6.33% 5.75%
Rate of compensation increase 3.60% 4,00%

The weighted-average assumptions used to determine net periodic benefit cost for the years ended
December 31, 2007, 2006 and 2005 are as follows:
Pension Benefits

2007 2006 2005
Discount rate 5.75% 5.75% 6.00%
Rate of compensation increase 4.00% 4.00% 3.50%
Expected rate of retumn on plan assets 8.00% 8.00% 8.00%

The following table presents information related to the Company’s Restoration Plan and Supplemental Plan
that had accumulated benefit obligations in excess of plan assets at December 31, 2007 and 2006: '

2007 2006
(In thousands)
Projected benefit obligation $ 17,712 % 16,897
Accumulated benefit obligation 16,453 14,922

Fair value of assets - -

The following table presents information related to the Company’s defined benefit pension plans:

2007 2006
(In thousands)
Accumulated benefit obligation Y% 94,553 $ 90,260

In selecting the expected long-term rate of return on assets used for the Basic Plan, the Company
considered the average rate of eamnings expected on the funds invested or to be invested to provide for the benefits
of the plan. This included considering the trust asset allocation and the expected returns likely to be earned over the
life of the plan. This basis is consistent with the prior year. The discount rate is the rate used to determine the
present value of the Company’s fututre benefit obligations for its pension and other postretirement benefit plans. In
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selecting the discount rate used to discount plan liabilities developed a level equivalent yield using the expected
cash flows from the BancorpSouth, Inc. Retirement Plan based on the December 31, 2007 Citigroup Pension
Discount Curve. The Citigroup Pension Liability Curve is published on the Society of Actuaries website along with
a background paper on this interest rate curve. In prior years, the Company used a rate that reflects the rates
available on long-term, high-quality, fixed-income debt instruments,

The Company’s pension plan weighted;average asset allocations at December 31, 2007 and 2006, by asset
category, are as follows:

: Plan assets at December 31 Target for
Asset category: 2007 2006 2008
Equity securities 59.87% 64.33% 40-60%
Debt securities 33.88% 33.94% 40-60%
Other ) 6.25% 1.73% 0%
Total 100.00% 100.00%

Equity securities held in the Basic Plan include shares of the Company’s common stock with a fair value of
$1.9 million (1.44% of total plan assets) and $2.2 million (2.40% of total plan assets) at December 31, 2007 and
2006, respectively. The Company expects to contribute approximately $3.8 million to the Basic Pian in 2008.

The following table presents information regarding expected future benefit payments, which reflect
expected service, as appropriate;

Pension

Benefits
Expected future benefit payments: (In thousands)
2008 $ 10,018
2009 7,629
2010 6,914
2011 6,481
2012 9,477
2013-2017 . 44,409

The Company has a defined contribution plan (commaonly referred to as a “401(k) Plan™). Pursuant to the
401(k) Plan, employees may contribute a portion of their compensation, as set forth in the 401(k) Plan, subject to
the limitations as established by the Code. Employee contributions (up to 5% of defined compensation) are
matched dollas-for-dollar by the Company. Under the terms of the 401(k) Plan, contributions matched by the
Company are used to purchase shares of Cotpany common stock at prevailing market prices. The 401(k) Plan
permits employees to diversify their holdings of shares of Company common stock by selling some or all of their
shares of Company common stock and reinvesting the proceeds in other investments. Employer contributions for
the years ended December 31, 2007, 2006 and 2005 were $7.6 million, $6.6 million and $6.5 million, respectively,
Also, effective January 1, 2006, the 401(k) Plan provides that the Company shall make a profit sharing contribution
on behalf of each eligible employee in an amount equal to two percent of each such employee’s eligible
compensation. Eligible employees are those hired after December 31, 2005 who work at least 1,000 hours during
the plan year and have attained the age of 21. Employer contributions for the years ended December 31, 2007 and
2006 were approximately $465,000 and $141,000, respectively.

(14) FAIR VALUE OF FINANCIAL INSTRUMENTS :

SFAS No. 107, "Disclosures about Fair Value of Financial Instruments,” requires that the Company
disclose estimated fair values for its financial instruments. Fair value estimates, methods and assumptions are set
forth below for the Company's financiat instruments. ‘ .
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Securities

The carrying amounts for short-term securities approximate fair value because of their short-term maturity
(90 days or less) and do not present an unexpected credit risk. The fair value of most longer-term securities is
estimated based on market prices or dealer quotes. See Note 3, Held-to-Maturity Securities, and Note 4, Available-
for-Sale Securities, for fair values.

Loans and Leases

Fair values are estimated for portfolios of loans and leases with similar financial characteristics. The fair
value of loans and leases is calculated by discounting scheduled cash flows through the estimated maturity using
rates currently available that reflect the credit and interest rate risk inherent in the loan or lease. Assumptions
regarding credit risk, cash flows and discount rates are judgmentally determined using available market information
and specific borrower information,

Average maturity represents the expected average cash flow period, which in some instances is different
than the stated maturity. Management has made estimates of fair value discount rates that are believed to be
reasonable. However, because there is no market for many of these financial instruments, management has no basis
to determine whether the fair value presented would be indicative of the value negotiated in an actual sale. New loan
and lease rates were used as the discount rate on existing loans and leases of similar type, credit quality and
maturicy.

Deposit Liabilities

Under SFAS No. 107, the fair value of deposits with no stated maturity, such as noninterest bearing
demand deposits, interest bearing demand deposits and savings, is equal to the amount payable on demand as of
December 31, 2007 and 2006. The fair value of certificates of deposit is based on the discounted value of
contractuat cash flows. The discount rate is estimated using the rates currently offered for deposits of similar
maturities.

Debt .

The carrying amounts for federal funds purchased and repurchase agreements approximate fair value
because of their short-term maturity. The fair value of the Company’s fixed-term FHLB advance securities is based
on the discounted vatue of contractual cash flows. The discount rate is estimated using thie rates currently available
for advances of similar maturities. The fair value of the Company’s junior subordinated debt is based on market
prices or dealer quotes.

Derivative Instruments

The Company has commitments to fund fixed-rate mortgage loans and forward commitments to sell
individual fixed-rate mortgage loans. The fair value of these derivative instruments is based on observable market
prices. The Company also enters into interest rate swaps to mect the financing, interest rate and equity risk
management needs of its customers. The fair value of these instruments is either an observable market price or a
discounted cash flow valuation using the terms of swap agreements but substituting original interest rates with
current interest rates. See Note 22, Commitments and Contingent Liabilities, for additional fair value information
regarding these instruments. '

Lending Commitments

The Company’s lending commitments are negotiated at current market rates and are relatively short-term in
nature. As a matter of policy, the Company generally makes commitments for fixed-rate loans for relatively short
periods of time. Therefore, the estimated value of the Company’s lending commitments approximates the carrying
amount and is immaterial 1o the financial statements. See Note 22, Commitments and Contingent Liabilities, for
additional information regarding lending commitments. :

The foliowing table presents carrying and fair value information at December 31, 2007 and 2006:
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2007 2006

Carrying Fair Carrying Fair
Value Value Value Value

Assets: " (In thousands}
Cash and due from banks $ 322926 $ 322926 $ 444,033 $ 444,033
Interest bearing deposits with other banks 12,710 12,710 7,418 7,418
Held-to-maturity securities 1,625,916 1,651,445 1,723,420 1,711,751
Available-for-sale and trading securities 1,001,194 © 1,001,194 1,041,969 1,041,999
Federal funds sold and securities ‘

purchased under agreement 1o resell 0 0 145,957 145,957
Net loans and leases 9,064,487 9,221,362 7,772,637 7,802,982
Loans held for sale 128,532 132,442 89,323 89,256
Liabilities:
Noninterest bearing deposits 1,670,198 1,670,198 1,817,223 1,817,223
Savings and interest bearing deposits 3,974,724 3,974,724 3,571,882 3,571,882
Other time deposits 4,419,177 4,419,150 4,321,473 4,327,594
Federal funds purchased and securities

sold under agreement to repurchase

and other short-term borrowings 1,516,484 1,501,958 872,438 872,438
Long-term debt and other borrowings 249,488 227,539 280,889 283,838
Derivative instruments:
Forward commitments to sell fixed rate

morigage loans (232) (232) 117 B i
Commitments to fund fixed rate

mortgage loans ’ 84 24 (101) (101)
Interest rate swap position to receive 4,120 4,120 - -

Interest rate swap position to pay 4,120) (4,120) - -

(15) STOCK INCENTIVE AND STOCK OPTION PLANS

Key employees and directors of the Company and its subsidiaries have been granted stock options and
SARs under the Company’s 1994, 1995 and 1998 stock incentive plans (the “Plans™). The 1994 and 1995 stock
incentive plans were amended in 1998 to eliminate SARs and to allow a limited number of restricted stock awards.
All options and SARs granted pursuant to these plans have an exercise price equal to the market value on the date of
the grant and are exercisable over periods of one to ten years, Upon the exercise of stock options, new shares are
issued by the Company.

No SARs have been granted since 1997 and none were outstanding at December 31, 2007. The Company
recorded a reversal of compensation expense related to SARs of $21,000 in 2007, compensation expense of
$215,000 in 2006 and a reversal of compensation expense of $262,000 in 2005 because of changes in the market
value of the Company’s common stock.

In 1998, the Company adopted a stock plan through which a minimum of 50% of the compensation
payable to each director is paid in the form of the Company’s common stock. This plan is registered under the
Company’s dividend reinvestment plan and the shares are purchased through the Company’s dividend reinvestment
plan which purchases shares in the open market. )

On December 14, 2005, the Company’s Board of Directors approved accelerating the vesting of “out-of-
the-money” unvested outstanding stock options held by employees. The options were considered “out-ofithe-
money” if the exercise price of the option was greater than $23.02, the closing price of shares of the Company’s
commen stock on the New York Stock Exchange on December 14, 2005. The accelerated vesting was effective on
December 14, 2005. Vesting of these optiens was accelerated to eliminate the need to recognize the remaining fair
value compensation expense associated with those options upon adoption of Statement 123R. The compensation
cost avoided by the accelerated vesting was approximately $623,000 and $945,000 in 2007 and 2006, respectively,
and compensation expense of approximately $291,000 will be avoided in 2008 by the accelerated vesting.
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Effective January 1, 2006, the Company adopted SFAS 123R. Prior to 2006, we accounted for stock
awards granted to employees under the intrinsic value recognition and measurement principles of APB Opinion No.
25 and related interpretations. Under the intrinsic value method, no stock-based employee compensation cost was
reflected in net incore, as all options granted under those plans had an exercise price equal to the market value of
the underlying common stock on the date of grant. However, SFAS 123R requires that compensation expense be
measured using estimates of fair value of all stock-based awards. We are using the “modified prospective method”
for recognizing the expense over the remaining vesting period for awards that were outstanding but unvested at
January 1, 2006. Under the modified prospective method, the adoption of SFAS 123R applies to new awards and to
awards modified after December 31, 2005 as well as to the unvested portion of awards outstanding as of January t,
2006. In accordance with the modified prospective method, we have not adjusted the financial statements for
periods ended prior to January 1, 2006. Compensation expense arising from stock options that has been charged
against income for those plans was approximately $793,000 and $247,000 for 2007 and 2006, respectively. As of
December 31, 2007, there was $2.3 million of total unrecognized compensation cost related to nonvested stock
options. That cost is expected to be recognized over a three year period.

During the year ending December 31, 2007, the Company granted stock options to directors and employees

under the 1994 and 1995 stock incentive plans, as amended. In May, 2007, the Company granted stock options to
purchase 36,000 shares of the Company’s common stock to its directors, The stock options granted to directors
have a contractual life of 10 years and vest over a one-year service period. In November 2007, the Company
granted stock options to purchase 301,550 shares of the Company’s common stock to its employees. The stock
options granted to employees have a contractual life of seven years and vest over a three-year service period. A
summary of the stock option activity under the Company Plans as of December 31, 2007 and changes during the
year then ended is presented below:

2007
Weighted-
Average
Weighted- Remaining  Aggregate
Average  Contractual Intrinsic
Exercise Term Value
Shares Price {years) {$000)
Options ‘
Qutstanding at January 1, 2007 3,078,822 § 20.73
Granted 610,384 19.69
Exercised (572,739) 18.20
Expired or cancelled _ (13,826) 21.10
Outstanding at December 31, 2007 3,102,641 § 2099 54 $ 8,142
Exercisable at December 31, 2007 2,587,225 § 2045 43 8 8,179
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2006
Weighted-
Average
Weighted- Remaining Aggregate
Average  Contractual Intrinsic
- Exercise Term Value
) Shares Price (vears) {$000)
Options
Quistanding at January 1, 2006 3,088,713 § 1979
Granted 300,000 24.84
Exercised (301,891) 15.19
Expired or cancelled (8,000) 22.50
Qutstanding at December 31, 2006 3,078,822 § 2073 57 % 18,764
Exercisable at December 31, 2006 2,772,155  §  20.28 50 § 18,139

A summary of the status of the Company’s nonvested options as of December 31, 2007 and changes during
the year then ended is presented below:

Weighted-  Weighted-

Average Average
Exercise Grant Date
Shares Price Fair Value
Nonvested Options
Qutstanding at January 1, 2007 306,667 § 2478 % 5.53
Granted 337,550 23.13 5.05
Vested (127,334) 24 86 5.78
Expired or cancelled {1.467) 24.78 5.07
Qutstanding at December 31, 2007 515416 $§ 2368 § 5.16

The Company uses historical data to estimate stock option exercise and employee departure behavior used
in the Black-Scholes-Merton option valuation model; groups of participants (executive, non-executives and
directors) are considered separately for valuation purposes. The expected term of stock options granted is derived
from analysis of all historical data on stock option activity and represents the period of time that stock options
granted are expected to be outstanding; the range given below results from certain groups of participants exhibiting
different post-vesting behaviors. The risk-free rate for periods within the contractual term of the stock option is
based on the U. S. Treasury yield curve in effect at the time of grant. The expected volatility is estimated based on
the Company’s historical experience. The following table provides the range of assumptions used for stock options
granted:

2007 2006 2005
Expected volatility . 247%-27.6%  23.2%-27.6%  20.5%-20.9%
Weighted-average volatility 25.0% 24.6% 20.6%
Expected dividends 3.00% 3.00% 3.40%
Expected term (in years) 51-70 5.1-57 7.0
Risk-free rate 4.0% - 4.6% 4.5% - 5.0% 3.1%-3.5%
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The weighted-average grant-date fair value of stock options granted during the years 2007 and 2006 was
$5.05 and $5.58, respectively. The intrinsic value of stock options exercised during the years ended December 31,

2007, 2006 and 2005 was $10.4 mitlion, $4.5 million and $5.8 million, respectively.
The following table summarizes information about stock options outstanding at December 31, 2007:

Options Outstanding Options exercisable

Range of Number Weighted-Avg Weighted-Avg Number Weighted-Avg
Exercise Prices Outstanding Remaining Life (years) Exercise Price Exercisable Exercise Price
$7.48 t0 $10.51 15,303 4.0 $ 8.78 15303 % 8.78
$11.3910814.98 197,189 30 13.41 197,189 13.41
$15.06 10 $17.69 515,263 24 16.22 515,263 16.22
$19.18 to $25.31 2,374,886 6.0 22.76 1,859,470 2246
$7.48 to $25.31 3,102,641 5.4 $ 20.99 2,587,225 $ 20.45

The 1994 stock incentive plan was amended in 2006 to allow for the issuance of performance shares.
Performance shares entitle the recipient to receive shares of the Company’s common stock upon the achievement of
performance goals that are specified in the award over a specified performance period. The recipient “of
performance shares is not treated as a shareholder of the Company and is not entitled to vote or receive dividends
until the performance conditions stated in the award are satisfied and the shares of stock are actually issued to the
recipient. In January of 2007, the Company granted 78,000 performance shares to employees for the two-year
performance period from January 1, 2007 through December 31, 2008. The shares vest over a three-year period and
are valued at the fair value of the Company’s stock at the grant date based upon the estimated number of shares
expected to vest. Compensation expense of approximately $758,000 was recognized in 2007 related to performance

shares.

(16) EARNINGS PER SHARE AND DIVIDEND DATA

The computation of basic eamings per share is based on the weighted average number of common shares
outstanding. The computation of diluted earnings per share is based on the weighted average number of common
shares outstanding plus the shares resulting from the assumed exercise of all outstanding stock options using the
treasury stock method. The following table provides a reconciliation of the numerators and denominators of the
basic and diluted earnings per share computations for the years ended December 31, 2007, 2006 and 2005:

2007
Income Shares Per Share
(Numerator} {Denominator) Amount

Basic EPS: (In thousands, except per share amounts)
Income available to common shareholders $ 137,943 81,506 § 1.69
Effect of dilutive stock options - 339
Diluted EPS:
Income available to common shareholders

plus assumed exercise $ 137,943 81,845 § 1.69
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2006

Income Shares Per Share
(Numerator) (Denominator) Amount
Basic EPS: {In thousands, except per share amounts)
Income available to common shareholders $ 125,194 79,140 % 1.58
Effect of dilutive stock options _ - - 402
Diluted EPS: .
Income available to common shareholders
plus assumed exercise $ 125,194 79,542 § 1.57
2005
Income Shares Per Share
(Numerator} (Denominator) Amount
Basic EPS: (In thousands, except per share amounts)
Income available to common shareholders $ 115,199 78,266 3§ 1.47
Effect of dilutive stock options - 33)
Diluted EPS:
Income available to common shareholders . .
plus assumed exercise $ 115,199 78,597 § 1.47

Dividends to shareholders are paid from dividends paid to the Company by the Bank which are subject to
approval by the applicable state regulatory authority. At December 31, 2007, the Bank could have paid dividends of
$528 million to the Company under current regulatory guidelines.

{17y OTHER COMPREHENSIVE INCOME
The following table presents the components of other comprehensive income and the related tax effects
allocated to each component for the years ended December 31, 2007, 2006 and 2005:

2007
Before Tax Net
Tax (Expense)  of Tax
Amount Benefit Amount
(In thousands)

Unrealized gains on available-for-sale securities:
Unrealized gains (losses) arising during

holding period $20,583 $(7.871) §12,712
Reclassification adjustment for net (gains) losses
realized in net income 22) 8 (14}
Change in pension funding status . . 7,822 (2,992) 4,830
Other comprehensive income (loss) $28,383 _§(10,855) _§17,528
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2006
Before Tax Net
Tax (Expense)  of Tax
Amount Benefit Amount
(In thousands)

Unrealized gains on available-for-sale securities:
Unrealized gains (losses) arising during

holding period $10,263  $(3,923) ¥ 6,340
Reclassification adjustment for net losses (gains)
realized in net income ‘ (36) 14 - (22)
Change in pension funding status 490 (188) 302
Other comprehensive income (loss) $10717  § (4,097) § 6,620
2005
Before Tax Net

. Tax (Expense)  of Tax
Amount Benefit Amount

{In thousands)
Unrealized gains on available-for-sale securities:
Unrealized (losses) gains arising during :
holding period %23,077) $ 8,837 §(14,240)
Reclassification adjustment for net (gains) losses
realized in net income (346) 132 214)
Minimum pension liability (1,582) 605 {977)
Other comprehensive (loss) income . $(25,005) $ 9,574 _§(15.431)

(18) RELATED PARTY TRANSACTIONS

The Bank has made, and expects in the future to continue to make in the ordinary course of business, loans
to directors and executive officers of the Company and their affiliates. In management’s opinion, these transactions
with directors and executive officers were made on substantially the same terms as those prevailing at the time for
comparable transactions with other persons and did not involve more than the normal risk of collectibility or present
any other unfavorable features. An analysis of such outstanding loans is as follows:

: _ﬂL
- (In thousands)
Loans outstanding at December 31, 2006 b 18,565
New loans . 21,236
Repayments (10,508)
Changes in directors and executive officers ‘ €]
Loans outstanding at December 31, 2007 3 29,286

‘
~

(19) MORTGAGE SERVICING RIGHTS

MSRs are recognized based on the fair value of the servicing right on the date the corresponding mortgage
loan is sold. In determining fair value of the MSRs, the Company utilizes the expertise of an independent third
party. An estimate of the fair value of the Company’s MSRs is determined by the independent third party utilizing
assumptions about factors such as mortgage interest rates, discount rates, mortgage loan prepayment speeds, market
trends and industry demand. This estimate and assumptions are reviewed by management. Because the valuation is -
determined by using discounted cash flow models, the primary risk inherent in valuing the MSRs is the impact of
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fluctuating interest rates on the estimated life of the servicing revenue stream. The use of different estimates or
assumptions could also produce different fair values. The Company does not hedge the change in fair value of
MSRs and, therefore, the Company is susceptible to significant fluctuations in the fair value of its MSRs in
changing interest rate environments.

The Company has one class of mortgage servicing asset comprised of closed end loans for one-to-four
family residences, secured by first liens. The following table presents the activity in this class for the period
indicated;

2007 2006
{In thousands)

Fair value at beginning of year ‘ $ 3528 ~ § 36456
Additions:

Origination of servicing assets 5,538 5,866
Changes in fair value:

Due to change in valuation inputs or assumptions

used in the valuation model (8,319) (7,076)

Other changes in fair value {23) 40

Fair value at end of year $ 32,482 $ 35286

Prior to the adoption of SFAS No. 156 on January 1, 2006, MSRs were recognized based on the relative
fair value of the servicing right and the mortgage loan on the date the mortgage loan was sold. The following table
summarizes MSRs, net of accumulated amortization, and a valuation allowance for temporary impairment for the
period prior to the adoption of SFAS No. 156:

2003

. (In thousands)
Balance at beginning of year $ 45929
MSRs capitalized 6,494
Permanent impairment (2,398)
MSRs sold -
Amortization expense (8.323)
Balance at end of year ) _ 41,702
Valuation allowance . ' ) (5,246)
Fair value at end of year $ 36,456

All of the changes to the fair value of the MSRs are recorded as part of mortgage lending noninterest
revenue on the income statement. As part of mortgage lending noninterest revenue, the Company recorded
contractual servicing fees of $8.1 million, $8.1 millton and $8.2 million and late and other ancillary fees of $1.0
million, $1.0 million and $1.1 million in 2007, 2006, and 2005, respectively.

(20) REGULATORY MATTERS

The Company is subject to various regulatory capital requirements administered by the federal and state
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a direct material adverse effect on the
Company’s financial statements. Under capital adequacy guidelines and the regulatery framework for prompt
corrective action, the Company must meet specific capital guidelines that involve quantitative measures of the
Company’s assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting practices.
The Company’s capital amounts and classification are also subject to qualitative judgments by regulators about
components, risk weightings and other factors. Quantitative measures established by the Board of Governors of the
Federal Reserve to ensure capital adequacy require the Company to maintain minimum capital amounts and ratios
(risk-based capital ratios). All banking companies are required to have core capital (“Tier 1”") of at least 4% of risk-
weighted assets, total capital of at least 8% of risk-weighted assets and a minimum Tier [ leverage ratio of 4% of
adjusted average assets. The regulations also define well capitalized levels of Tier I, total capital and Tier I leverage
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as 6%, 10% and 5%, respectively. The Company and the Bank had Tier I, total capital and Tier I leverage above
the well capitalized levels at December 31, 2007 and 2006, respectively, as set forth in the following table:

2007 ' 2006
Amount Ratio Amount Ratio
(Dollars in thousands)

Tier 1 capital (to risk-weighted assets)

BancorpSouth, Inc, $ 1,074,654 10.96%  § 1,022,139 12.34%

BancorpSouth Bank 1,040,938 10.63 991,459 11,68
Total capital (to risk-weighted assets)

BancorpSouth, Inc. 1,190,396 12.14 1,122,165 13.55

BancorpSouth Bank 1,156,680 11.81 1,091,485 i3.19
Tier I leverage capital ({0 average assets)

BancorpSouth, Inc. 1,074,654 8.39 1,022,139 8.73

BancorpSouth Bank 1,040,938 8.13 991,459 8.46

(21) SEGMENTS

The Company is a financial holding company with subsidiaries engaged in the business of banking and
activities closely related to banking. The Bank’s principal activity is community banking which includes providing
a full range of deposit products, commercial loans and consumer loans. The Bank’s general corporate and other
activities include leasing, mortgage lending, trust services, credit card activities, insurance services, investment
services, personal finance lending and other activities not allocated to community banking,

Results of operations and selected financial information by operating segment for the three years ended
December 31, 2007, 2006 and 2005 are presented below:

General
Community Corporate and
Banking ’ Other Total

2007 (In thousands)
Results of Operations
Net interest revenue $ 383,037 $ 39,862 $ 422,899
Provision for credit losses 22,641 55 22,696
Net interest income after provision :

for credit losses 360,396 39,807 400,203
Noninterest revenue 125,950 105,849 231,799
Noninterest expense 283,182 144 876 428,058
Income before income taxes 203,164 780 203,944
Income taxes 65,749 252 66,001
Net income (loss) $ 137,415 $ 528 $ 137,943
Selected Financial Information -
Total assets $ 11,042,519 $ 2,147,322 $ 13,189,841
Depreciation and amortization 27,413 5,612 33,025
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General
Community Corporate and
Banking Other Total

2006 (In thousands)
Results of Operations
Net interest revenue $ 348,020 3 37,779 $ 385799
Provision for credit losses 8,496 81 8,577
Net interest income after provision

for credit losses 339,524 37,698 377,222
Neninterest revenue 105,806 100,288 206,094
Noninterest expense 255,992 137,162 393,154
Income before income taxes 189,338 824 190,162
Income taxes 57,936 7,032 64,968
Net income 3 131,402 $ (6,208) $ 125,194
Selected Financial Information
Total assets $ 10,064,385 $ 1,976,136 $ 12,040,521
Depreciation and amortization 24,608 5,623 30,231

General
Community Corporate and .
Banking Other Total :

2005 (In thousands)
Results of Operations
Net interest revenue $ 324,641 $ 300916 $ 355557
Provision for credit losses 24,413 54 24,467
Net interest income after provision

for credit losses 300,228 30,862 331,090
Noninterest revenue 104,546 94,266- 198,812
Noninterest expense 237,875 124,227 362,102
[ncome before income taxes 166,899 901 167,800
Income taxes 52,319 282 52,601
Net income $ 114,580 $ 619 3 115,199 ¢
Selected Financial [nformation
Total assets $ 9,871,151 $ 1,897,523 $ 11,768,674
Depreciation and amortization 24,183 13,719 37,902

(22) COMMITMENTS AND CONTINGENT LIABILITIES
Leases

Rent expense was approximately $6.1 millien for 2007, $6.0 million for 2006 and $6.0 million for 20035,
Future minimum lease payments for ail non-cancelable operating leases with initial or remaining terms of one year
or more consisted of the following at December 31, 2007:

(In thousands) Amount

2008 $ 5,192
2009 3,564
2010 2,506
2011 1,996
2012 1,791
Thereafter 4 819
Total future minimum lease payments $ 19,868
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Mortgage Loans Serviced for Others

The Company services mortgage loans for others that are not included as assets in the Company’s
accompanying consolidated financial statements. Included in the $2.9 billion of loans serviced for investors at
December 31, 2007 is approximately $600,000 of primary recourse servicing pursuant to which the Company is
responsible for any losses incurred in the event of nonperformance by the mortgagor. The Company's exposure to
credit loss in the event of such nonperformance is the unpaid principal balance at the time of default. This exposure
is limited by the underlying collateral, which consists of single family residences and either federal or private
morigage insurance.

Forward Contracts

Forward contracts are agreements to purchase or sell securities at a specified future date at a specific price
or yield. Risks arise from the possibility that counterpartics may be unable to meet the term of their contracts and
from movements in securities values and interest rates. At December 31, 2007 and 2006, the Company had forward
commiitments to sell individual fixed-rate mortgage loans and commitments to fund individual fixed-rate mortgage
loans. At December 31, 2007, the notional amount of forward commitments to sell individual fixed-rate mortgage
loans was $60.3 million with a carrying value and fair value reflecting a loss of approximately $199,000. At
December 31, 2006, the notional amount of forward commitments to sel! individual fixed-rate mortgage loans was
$47.7 million with a carrying value and fair value reflecting a gain of approximately $86,000. At December 31,
2007, the notional amount of commitments to fund individual fixed-rate mortgage loans was $18.6 million with a
carrying value and fair value reflecting a gain of approximately $67,000. At December 31, 2006, the notional
amount of commitments to fund individual fixed-rate mortgage loans was $20.4 million with a carrying value and
fair value reflecting a loss of approximately $84,000. The forward commitments to sell fixed-rate mortgage loans
and the commitments to fund fixed-rate mortgage loans are reported at fair value in the Company’s financial
statements, with adjustments being recorded in current period earnings, and are not accounted for as hedges of
forecasted transactions.

Interest Rate Swaps

The Company enters into derivative financial instruments to meet the financing, interest rate and equity
risk management needs of its customers. Upon entering into these instruments to meet customer needs, the
Company enters into offsetting positions to minimize interest rate and equity risk to the Company. These derivative
financial instruments are reported at fair value with any resulting gain or loss recorded in current period earnings.
These instruments and their offsetting positions are recorded in other assets and other liabilities on the consolidated
balance sheets. As of December 31, 2007, the notional amount of customer related derivative financial instruments
was $153.6 million with an ayerage maturity of 110 months, an average interest receive rate of 8.6% and an average
interest pay rate of 6.4%.

Lending Commitments

In the normal course of business, there are outstanding various commitments and other arrangements for
credit which are not reflected in the consolidated balance sheets. As of December 31, 2007, these included
approximately $159 million for letters of credit and approximately $2.4 billion for interim mortgage financing,
construction credit, credit card and revolving line of credit arrangements. The Company did not realize significant
credit losses from these commitments and arrangements during the years ended December 31, 2007, 2006 and 2005.

Litigation

The Company and its subsidiaries are engaged in lines of business that are heavily regulated and involve a
targe volume of financial transactions with numerous customers through offices in eight states. Although the
Company and its subsidiaries have developed policies and procedures to minimize the impact of legal
noncompliance and other disputes, litigation presents an ongoing risk.

The Company and its subsidiaries are defendants in various lawsuits arising out of the normal course of
business, including claims against entities to which the Company is a successor as a result of business combinations.
In the cpinion of management, the ultimate resolution of such matters should not have a material adverse effect on
the Company’s consolidated financial position or results of operations. Litigation is, however, inherently uncertain,
and the Company cannot make assurances that it will prevail in any of these actions, nor can it estimate with
reasonable certainty the amount of damages that it might incur.
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The Company reported litigation expense of approximately $2.3 million in 2007 due to legal and other
accruals established relative to the Company’s proportionate share of projected Visa, Inc.’s litigation charges. These
reserves pertain to Visa, Inc.’s settlement with American Express, as well as other pending Visa, Inc. litigation, The
Bank, as a member of Visa, Inc. is obligated to share in certain liabilities associated with Visa, Inc.’s settled and
pending litigation.

Income Taxes

During the second quarter of 2006, the State Tax Commission of the State of Mississippi and the Company
resolved the issues related to the State Tax Commission’s audit of the Company’s income tax returns for the tax
years 1998 through 2001. As a result, the Company paid additional taxes in the amount of $40,000 plus interest of
$25,000. The balance of the previously recorded liability related to this matter of approximately $2.0' million was
credited against the Company’s second quarter’s income tax expense.

Restricted Cash Balance
Aggregate reserves (in the form of deposits with the Federal Reserve Bank) of $8.0 million were
maintained to satisfy federal regulatory requirements at December 31, 2007.

(23) CONDENSED PARENT COMPANY INFORMATION
The following condensed financial information reflects the accounts and transactions of the Company
(excluding its subsidiaries) at the dates indicated:

Condensed Balance Sheets December 31

2007 2006
Assets: {In thousands)
Cash on deposit with subsidiary bank $ 21,096 $ 24,824
Investment in subsidiaries 1,323,310 1,140,842
Other assets 16,104 17,090

Total assets $ 1,360,510 $ 1,182,756

Liabilities and shareholders’ equity:

Total liabilities $ 163,884 b 156,171
Shareholders' equity 1,196,626 1,026,585
Total liabilities and shareholders' equity $ 1,360,510 $ 1,182,756
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Year Ended December 31

Condensed Statements of Income 2607 2006 2005
(In thousands) ,
Dividends from subsidiaries s 175,000 $ 90,000 3 74,332
(Other operating income 192 530 330
Total income 175,192 90,530 74,662
Operating expenses i 17,872 16,053 15,365
Income before tax benefit and equity in undistributed earnings 157,320 74,477 59,297
Income tax benefit 6,762 5,937 5,620
Income before equity in undistributed earnings
of subsidiaries 164,082 80,414 64,917
Equity in undistributed eamings of subsidiaries (26,139) 44,780 50,282
Net income $ 137,943 $ 125,194 $ 115,199

Year Ended December 31
Condensed Statements of Cash Flows 2007 2006 2005
(In thousands)

Operating activities:

Net income $ 137,943 3 125,194 $ 1 ]5,1|99
Adjustments to reconcile net income '
to net cash provided by operating activities 28,833 (50,184) (41,089)
Net cash provided by operating activities 166,776 75,010 74,110
Investing activities:

Net cash paid for acquisitions (83,027 - (23,888)
Net cash used in investing activities ‘ (83,027) - (23,888)
Financing activities: ) '

Redemption of junior subordinated debt (3,093) - -

Cash dividends (77,735) (61,890) (65,721)

Common stock transactions, net (6,649) (5,830) {4,612}
Net cash used in financing activities (87.477) (67,720) (70,333)
Increase (decrease) in cash and cash equivalents ' {3,728) 7,290 {20,111}
Cash and cash equivalents at beginning of year 24,824 17,534 37,645
Cash and cash equivalents at end of year $ 21,096 $ 24,824 3 17.534

ITEM 9. CHANCES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE.

There have been no changes in the Company's independent accountants and auditors for the two most
recent fiscal years.

ITEM 9A. CONTROLS AND PROCEDURES.

CONCLUSION REGARDING THE EFFECTIVENESS OF DISCLOSURE CONTROLS AND
PROCEDURES

The Company, with the participation of its management, including the Company’s Chief Executive Officer
and Chief Financial Officer, carried out an evaluation of the effectiveness of the design and operation of its
disclosure controls and procedures (as defined in Rules 13a-15 and 15d-15 under the Exchange Act) as of the end of
the period covered by this Report.

Based upon that evaluation and as of the end of the period covered by this Report, the Company’s Chief
Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures
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were effective in ensuring that information required to be disclosed in its reports that the Company files or submits
to the Securities and Exchange Commission under the Exchange Act is recorded, processed, summarized and
reported on a timely basis.

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, the Company has included a report of
management’s assessment of the design and operating effectiveness of its intemal controls as part of this Report.
The Company’s independent registered public accounting firm reported on the effectiveness of internal control over
financial reporting. Management’s report and the independent registered public accounting firm’s report are
included with our 2007 consolidated financial statements in Item 8 of this Report under the captions entitled
“Management’s Report on Internal Control Over Financial Reporting” and “Report of Independent Registered
Public Accounting Firm.”

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There have been no changes in the Company’s internal control over financial reporting that occurred
during the last fiscal quarter that materialiy affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

ITEM 9B. OTHER INFORMATION.

None.

PART II1

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.
Information concerning the directors and nominees of the Company appears under the caption “Proposal l:
«Election of Directors” in the Company's definitive Proxy Statement for its 2008 annual meeting of shareholders, and
is incorporated herein by reference.

EXECUTIVE OFFICERS OF REGISTRANT

Information follows concerning the executive officers of the Company who are subject to the reporting
requirements of Section 16 of the Exchange Act:

Name Offices Held _ Age

Aubrey B. Patterson Chairman of the Board of 63
Directors and Chief

Executive Officer
of the Company and BancorpSouth
Bank; Director of the Company

James V. Kelley | President and Chief Operating Officer 58
: of the Company and BancorpSouth
Bank; Director of the Company

L. Nash allen, Jr, Treasurer and Chief 63
Financial Officer of
the Company; Executive
Vice Prestdent, Chief Financial
Officer and Cashier of BancorpSouth Bank
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Larry Bateman Executive Vice President of the Company 38
and Vice Chairman of i
BancorpSouth Bank i

Gary R. Harder Executive Vice President of the Company 63
and Executive Vice President, Audit and
Loan Review of BancorpSouth Bank

W. James Threadgill, JIr, Executive Vice President of the 53
Company and Vice Chairman of
BancorpSouth Bank

Gordon Lewis Executive Vice President of the Company 58
and Vice Chairman of
BancorpSouth Bank

Gregg Cowsert Executive Vice President of the 60
Company and Vice Chairman and ,
Chief Lending Officer of BancorpSouth ";
Bank

Cathy S. Freeman Executive Vice President and 42
Corporate Secretary of the Company
and BancorpSouth Bank

None of the executive officers of the Company are related by blood, marriage or adoption to each other or
to any of the Company’s directors or nominees up for election at the 2008 annual meeting of shareholders. ThcrcI
are no arrangements or understandings between any of the executive officers and any other person pursuant to
which the individual named above was or is to be selected as an officer. The executive officers of the Company are
elected by the Board of Directors at its first meeting following the annual meeting of shareholders, and they hold
office until the next annual meeting or until their successors are duly elected and qualified.

Mr. Patterson has served as Chairman of the Board and Chief Executive Officer of the Bank and the
Company for at least the past five years.

Mr. Kelley has served as President and Chief Operatmg Officer of the Bank and the Company for at least
the past five years.

Mr. Allen has served as Executive Vice President of the Bank for at least the past five years. He has
served as Treasurer and Chief Financial Officer of the Company during this same period. '

Mr. Bateman has served as Executive Vice President of the Company for at least the past five years. He
was also named Vice Chairman of the Bank in November 2003,

Mr. Harder has served as Executive Vice President, Audit and Loan Review of the Bank for at least the'
past five years. He has also served as Executive Vice President of the Company during this same period.

Mr. Threadgill has served as Executive Vice President of the Company and Vice Chairman of the Bank for
at least the past five years.

Mr. Lewis had served as Louisiana/Texas Region President of BancorpSouth Bank for at least five years
prior to December 2007 when he was named Executive Vice President of the Company and Vice Chairman of the
Bank.

Mr. Cowsert has served as Executive Vice President of the Company and Vice Chairman and Chief
Lending Officer of the Bank for at least the past five years.

Mrs. Freeman has served as First Vice President and Corporate Secretary of the Company and the Bank or
Senior Vice President and Corporate Secretary of the Company and the Bank for at least the past five years prior to
January 2008 when she was named Executive Vice President of the Company and the Bank.
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AUDIT COMMITTEE FINANCJAL EXPERT

Information regarding audit committee financial experts serving on the Audit Committee of the Company’s
Board of Directors appears under the caption “Corporate Governance - Committees of the Board of Directors” in
the Company’s definitive Proxy Statement for its 2008 annual meeting of shareholders, and is incorporated herein
by reference. ’

IDENTIFICATION OF THE AUDIT COMMITTEE

Information regarding the Audit Committee and the identification of its members appears under the caption
“Corporate Governance - Committees of the Board of Directors” in the Company’s definitive Proxy Statement for
its 2008 annual meeting of sharcholders, and is incorporated herein by reference. In establishing the Audit
Committee’s compliance with Rule 10A-3 under the Exchange Act, each member of the Company's Audit
Committee is relying upon the exemption provided by Rule 10A-3(b)(1){iv)}(B) of the Exchange Act because each
member of the Audit Committee is also a member of the Bank’s Board of Directors.

MATERIAL CHANGES TO PROCEDURES BY WHICH SECURITY HOLDERS MAY
RECOMMEND NOMINEES

The Company has not made any material changes to the procedures by which its sharcholders may
recommend nominees to the Company’s Beard of Directors since the date of the Company’s definitive Proxy
Statement for its 2007 annual meeting of shareholders.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Information regarding the Section 16(a) beneficial ownership compliance of each of the Company’s
directors and executive officers or each person who owns more than 10% of the outstanding shares of the
Company’s common stock appears under the caption “General Information - Section 16(a) Beneficial Ownership
Reporting Compliance” in the Company’s definitive Proxy Statement for its 2008 annual meeting of sharcholders,
and is incorporated herein by reference.

CERTAIN CORPORATE GOVERNANCE DOCUMENTS

The Company has adopted a code of business conduct and ethics that applies to its directors, chief
executive officer, chief financial officer, other officers, other financial reporting persons and employees. The
Company has also adopted Corporate Governance Guidelines for its Board of Directors. These documents, as well
as the charters of the Audit Committee, Executive Compensation and Stock Incentive Committee and Nominating
Committee of the Board of Directors, are available on the Company’s website at www.bancorpsouth.com on the
Investors Relations webpage under the caption “Corporate Governance,” or shareholders may request a free copy of
these documents from:

BancorpSouth, Inc.
Corporate Secretary

One Mississippi Plaza

201 South Spring Street
Tupelo, Mississippi 38804
{662) 680-2000

The Company inten\ds to disclose any amendments to its code of business conduct and ethics and any

waiver from a provision of the code, as required by the SEC, on the Company’s website within four business days
following such amendment or waiver.
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ITEM 11. EXECUTIVE COMPENSATION.

This information appears under the captions “Executive Compensation,” “Compensation Discussion and
Analysis,” “Director Compensation” and “Executive Compensation and Stock Incentive Committee Report™ in the
Company's definitive Proxy Statement for its 2008 annual meeting of shareholders, and is incorporated herein by
reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS.

Information regarding the security ownership of certain beneficial owners and directors, nominees and
executive officers of the Company appears under the caption “Security Ownership of Certain Beneficial Owners
and Management” in the Company's definitive Proxy Statement for its 2008 annual meeting of shareholders, and is
incorporated herein by reference.

Information regarding the compensation plans (including individual compensation arrangements) under
which shares of our common stock are authorized for issuance appears under the caption “Equity Compensation
Plan Information” in the Company’s definitive Proxy Statement for its 2008 annual meeting of shareholders, and is
incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE.

[nformation regarding certain relationships and related transactions with management and others appears
under the caption “Certain Relationships and Related Transactions” in the Company's definitive Proxy Statement for
its 2008 annual meeting of shareholders, and is incorporated herein by reference. [nformation regarding director
independence appears under the caption “Corporate Governance — Director Independence” in the Company’s
definitive Proxy Statement for its 2008 annual meeting of shareholders, and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Information regarding accountant fees and services appears under the caption “Proposal 2: Ratification of
Selection of Auditors” in the Company’s definitive Proxy Statement for its 2008 annual meeting of shareholders,
and is incorporated herein by reference.

PART 1V

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

{(a) Index to Consolidated Financial Statements, Financial Statement Schedules and Exhibits:
1.  Consolidated Financial Statements: See “ltem 8. Financial Statements and Supplementary Data.”

2. Consolidated Financial Statement Schedules:
All schedules are omitted as the required information is inapplicable or the information is presented in
the financial statements or related notes.

3. Exhibits:

(2) Agreement and Plan of Merger, dated as of October 31, 2006, between BancorpSouth, Inc. and
City Bancorp, Inc. (1)

(3) (a) Restated Articles of Incorporation. (2)
(b} Amendment 10 Articles of Incorporation. (2)
{c) Bylaws, as amended and restated. (3)
{d) Amendment No. | to Amended and Restated Bylaws. (4)
() Amendment No. 2 to Amended and Restated Bylaws (5)
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(10)

(1}
2n
(23)
GL.1)

(31.2)

28

{f) Amendment No. 3 to Amended and Restated Bylaws (5)

(a) Specimen Common Stock Certificate. (6)

(b) Rights Agreement, dated as of April 24, 1991, including as Exhibit A the forms of Rights
Certificate and of Election to Purchase and as Exhibit B the summary of Rights to Purchase
Common Shares. (7)

(c) First Amendment to Rights Agreement, dated as of March 28, 2001. (8)

{d) Amended and Restated Certiftcate of Trust of BancorpSouth Capital Trust 1. (9)

(e) Second Amended and Restated Trust Agreement of BancorpSouth Capital Trust 1, dated as of
January 28, 2002, between BancorpSouth, Inc., The Bank of New York, The Bank of New
York (Delaware) and the Administrative Trustees named therein. (10)

(f) Junior Subordinated Indenture, dated as of January 28, 2002, between BancorpSouth, Inc.
and The Bank of New York. (10)

(g) Guarantee Agreement, dated as of January 28, 2002, between BancorpSouth, Inc. and The
Bank of New York. (10)

(h) Junior Subordinated Debt Security Specimen. (10)

(i) Trust Preferred Security Certificate for BancorpSouth Capital Trust 1. (10)

{(j) Certain instruments defining the rights of certain holders of long-term debt securities of the
Registrant are omitted pursuant to Item 601{b}{#)(iii}{A) of Regulation S-K. The Registrant
hereby agrees to furnish copies of these instruments to the SEC upon request.

(a) Form of deferred compensation agreement between Bancorp of Mississippi, Inc. and certain
key executives. (11)(25)

(b} 1994 Stock Incentive Plan. (12)(25)

(c) BancorpSouth, Inc. Director Stock Plan, as amended and restated. (13)(25)

(d) 1995 Non-Qualified Stock Option Plan for Non-Employee Directors. (12)(25)

(e) BancorpSouth, Inc. 1998 Stock Option Plan (14)(25)

(f) BancorpSouth, Inc, Restoration Plan. (15)(25)

{g) BancompSouth, Inc. Deferred Compensation Plan. (15)(25)

{h) BancorpSouth, Inc. Home Office Incentive Plan. (15)(25)

(i) Description of Dividend Reinvestment Plan. (16)(25)

(3) BancorpSouth, Inc., Amended and Restated Salary Deferral-Profit Sharing Employee Stock
Ownership Plan. (17}25)

(k) Formn of BancorpSouth, Inc. Change in Control Agreement. (18)(25)

() BancorpSouth, Inc. Change in Control Agreement for Aubrey B. Patterson. (19)(25)

{m) BancorpSouth, Inc. Change in Control Agreement for James V. Kelley. (20)(25)

(n) BancorpSouth, Inc. Change in Control Agreement for Gregg Cowsert. (19)(25)

(o) BancorpSouth, Inc. Change in Control Agreement for Michael Sappington. (19)(25)

{p) BancorpSouth, lnc. Change in Control Agreement for Larry Bateman. (21)(25)

(q) BancorpSouth, Inc. Change in Control Agreement for Nash Allen, Jr. (24)(25)

(r) BancorpSouth, Inc. Change in Control Agreement for Gordon Lewis. *{25)

(s) BancorpSouth, Inc. Executive Performance Incentive Plan. (22)(25)

() Premier Bancorp, Inc. 1998 Stock Option Plan. (23)(25)

(u) Premier Bancorp, Inc. 1998 Outside Director Stock Option Plan. (23)(25)

{v) Form of Stock Option Agreement for converted Business Holding Corporation Options
(Vesting), (23)(25)

{w) Form of Stock Option Agreement for converted Business Holding Corporation Options {Non-
Vesting). (23X25)

Statement re computation of per share earnings.*

Subsidiaries of the Registrant.*

Consent of Independent Accountants.*

Certification of the Chief Executive Officer of BancorpSouth, Inc. pursuant to Rule 13a-14 or

15d-14 of the Securities Exchange Act of 1934, as amended, as adopted pursuant to Section 302

of the Sarbanes-Oxley Act of 2002.*

Certification of the Chief Financial Officer of BancorpSouth, Inc. pursuant to Rule 13a-14 or 15d-

14 of the Securities Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002.*




(32.1) Certification of the Chief Executive Officer of BancorpSouth, Inc. pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.*

(32.2) Certification of the Chief Financial Officer of BancorpSouth, Inc. pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.*

(N
()
)
“)
(3)
(6)
(M
®
®
(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17}
(18)
(19)
(20)
1)
(22)
(23)
(24)

(25)
*

Filed as exhibit 2.1 to the Company’s Current Report on Form 8-K filed on October 31, 2006 (file number
1-12991) and incorporated by reference thereto.

Filed as exhibit 3(a) to the Company's Quarterly Report on Form 10-Q for the three months ended June 30,
2007 {file number 001-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 1998
(file number 1-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 2000
(file number 1-12991) and incorporated by reference thereto.

Filed as exhibits 3.1 and 3.2 to the Company’s Current Report on Form 8-K filed on January 26, 2007 (File
number 1-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 1994
(file number 0-10826) and incorporated by reference thereto.

Filed as exhibit 1 to the Company’s registration statement on Form 8-A filed on April 24, 1991 (file
number -10826) and incorporated by reference thereto.

Filed as exhibit 2 to the Company’s amended registration statement on Form 8-A/A filed on March 28,
2001 (file number 1-12991) and incorporated by reference thereto.

Filed as exhibit 4.12 to the Company’s registration statement on Form S-3 filed on November 2, 2001
(Registration No. 33-72712) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Current Report on Form 8-K filed on January 28, 2002 (file number
1-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company's Annual Report on Form 10-K for the year ended December 31, 1988
(file number 0-10826) and incorporated by reference thereto.

Filed as an exhibit to the Company's Quarterly Report on Form 10-Q for the three months ended March 31,
1998 {file number 1-12991) and incorporated by reference thereto.

Filed as an appendix to the Company’s Definitive Proxy Statement on Schedule 14A filed on March 26,
2004 (file number t-12991) and incorporated by reference thereto.

Filed as exhibit 99.1 to the Company’s Post-Effective Amendment No. 5 on Form S-3 to Form S-4 filed
February 23, 1999 (Registration No. 333-280181) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 2002
(file number 1-12991) and incorporated by reference thereto.

Filed in the Company’s filing pursuant to Rule 424(b}2) filed on January 5, 2004 (Registration No. 033-
(3009} and incorporated by reference thereto.

Filed as an exhibit to the Company’s registration statement on Form S-8 filed on April 19, 2006
(Registratton No. 333-133390) and incorperated by reference thereto. .

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 2003
(file number 1-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Quarterly Report on Form 10-Q for the three months ended March
31, 1999 (file number 001-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s registration statement on Form S-4 filed June 14, 2000 (Registration
No. 333-39326) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 2005
(file number 1-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Quarterly Report on Form 10-Q for the three months ended March
31, 2003 (file number 001-12991) and incorporated by reference thereto.

Filed as an exhibit to the Company’s registration statement on Form S-8 filed December 30, 2004
(Registration No. 333-121785) and incorporated by reference thereto.

Filed as an exhibit to the Company’s Annual Report on Form 10-K for the year ended December 31, 2006
(file number 1-12991) and incorporated by reference thereto.

Compensatory plans or arrangements.

Filed herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

DATE: February 28, 2008

BANCORPSOUTH, INC.

By: /s/Aubrey B, Patterson

Aubrey B. Patterson
Chairman of the Board
and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by

the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Aubrey B. Patterson

Aubrey B, Patterson

/s/L. Nash Allen, Jr.

L. Nash Allen, Ir.

/s/Hassell H. Franklin

Hassell H. Franklin

/s/W. G, Holliman, Jr.

W. G. Holliman, Jr.

/sflames V. Kelley

James V. Kelley

fs/Larry G. Kirk

Larry G. Kirk

/s/Turner O. Lashlee

Turner O. Lashlee

[s/Guy W. Mitchell

Guy W. Mitchell, I

/s/R. Madison Murphy

R. Madison Murphy
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Chairman of the Board, Chief
Executive Officer (Principal
Executive Officer) and Director

Treasurer and Chief Financial
Officer (Principal Financial and
Accounting Officer)

Director

Director

President, Chief Operating

Officer and Director

Director

Director

Director

Director

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008




/s/ Robert C. Notan

Robert C. Nolan

/s/W, Cal Partee, Jr.

W. Cal Partee, Jr.

/siAlan W. Perry

Alan W. Perry

/s! Travis E. Staub

Travis E. Staub

Director

Director

Director

Director

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008
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March 21, 2008

TO THE SHAREHOLDERS OF
BANCORPSOUTH, INC.

On Wednesday, April 23, 2008, at 9:30 a.m. (Central Time), the annual meeting of sharcholders of

BancorpSouth, Inc. will be held at the BancorpSouth Conference Center, 387 East Main Street, Tupelo, Mississippi

38804. You are cordially invited to attend and participate in the meeting.

Please read our enclosed Annual Report to Shareholders and the attached Proxy Statement. They contain
important information about BancorpSouth and the matters to be addressed at the annual meeting.

Whether you plan to attend the meeting or not, | urge you to vote your proxy as soon as possible to assure your
representation at the meeting. For your convenience, you can vote your proxy in one of the following ways:

¢ Use the Internet at the web address shown on your proxy card,
*  Use the telephone number shown on your proxy card; or
+  Complete, sign, date and return the enclosed proxy card in the postage-paid envelope provided,
Instructions regarding each method of voting are contained.in the Proxy Statement and on the enclosed proxy
card. If you attend the annual meeting and desire to vote your shares personally rather than by proxy, you may

withdraw your proxy at any time before it is exercised.

I look forward to seeing you at this year’s annual meeting.

Sincerely,

AUBREY B. PATTERSON
Chairman of the Board
and Chief Executive Officer

Enclosures:
1. Proxy Card and Business Reply Envelope
2. Annual Report to Shareholders

YOUR VOTE IS VERY IMPORTANT. PLEASE VOTE YOUR PROXY BY INTERNET,
TELEPHONE OR BY COMPLETING, SIGNING, DATING
AND RETURNING THE ENCLOSED PROXY CARD PROMPTLY.




BancorpSouth"

One Mississippi Plaza
201 South Spring Street
Tupelo, Mississippi 38804

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

To Be Held April 23, 2008

TO THE SHAREHOLDERS OF
BANCORPSOUTH, INC.

The annual meeting of shareholders of BancorpSouth, Inc. will be held on Wednesday, April 23, 2008, at 9:30-
a.m. (Central Time) at the BancorpSouth Conference Center, 387 East Main Street, Tupelo, Mississippi 38804 for
the following purposes:

1

{1) To elect four directors; _

(2) To ratify the Audit Committee’s selection of the accounting firm of KPMG LLP as the independent

registered public accounting firm of BancorpSouth, Inc. and its subsidiaries for the year ending December
31, 2008;

(3) To approve the Amendment to the BancorpSouth, Inc. 1995 Non-Qualified Stock Option Plan for Non-
Employee Directors; and

(4) To transact such other business as may properly come before the annual meeting or any adjournments or
postponements thereof,

The Board of Directors has fixed the close of business on March 3, 2008 as the record date for determining
shareholders entitled to notice of and to vote at the meeting.

By order of the Board of Directors,

ey |

AUBREY B. PATTERSON
Chairman of the Board
and Chief Executive Officer

March 21, 2008

IMPORTANT:

WHETHER OR NOT YOU PLAN TO ATTEND THE MEETING IN PERSON, TO ASSURE THE
PRESENCE OF A QUORUM, PLEASE VOTE YOUR PROXY BY INTERNET, TELEPHONE OR BY
COMPLETING, SIGNING, DATING AND RETURNING THE ENCLOSED PROXY CARD PROMPTLY.
IF YOU ATTEND THE MEETING AND WISH TO VOTE YOUR SHARES PERSONALLY, YOU MAY
DO SO AT ANY TIME BEFORE THE PROXY IS EXERCISED.
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BancorpSouth”

One Mississippi Plaza
201 South Spring Street
Tupelo, Mississippi 38804

PROXY STATEMENT
GENERAL INFORMATION ABOUT THE ANNUAL MEETING AND VOTING

This Proxy Statement is furnished in connection with the solicitation of proxies by our Board of Directors, to be
voted at our annual meeting of shareholders to be held at the BancorpSouth Conference Center, 387 East Main
Street, Tupelo, Mississippi 38804 on April 23, 2008, at 9:30 a.m. (Central Time), for the purposes set forth in the
accompanying notice, and at any adjournments or postponements thereof. This Proxy Statement and the
accompanying form of proxy card are first being sent to shareholders on or about March 21, 2008.

If your proxy is properly given and not reveked, it will be voted in accordance with the instructions, if any, given
by you, and if no instructions are given, it will be voted (i} “FOR?” the election as directors of the nominees listed in
this Proxy Statement, (ii} “FOR” ratification of the Audit Committee’s selection of the accounting firm of KPMG
LLP as our independent registered public accounting firm for the year ending December 31, 2008, (iii) “FOR”
approval of the Amendment to the BancorpSouth, Inc. 1995 Non-Qualifted Stock Option Plan for Non-Employee
Directors, and (iv) in accordance with the recommendations of our Board of Directors on any other proposal that
may properly come before the annual meeting.

Shareholders are encouraged to vote their proxies by Internet, telephone or completing, signing, dating and
returning the enclosed proxy card, but not by more than one method. If you vote by more than one method, only the
last vote that is submitted will be counted and each previous vote will be disregarded. Shareholders who vote by
proxy using any method before the annual meeting have the right to revoke the proxy at any time before it is
exercised by submitting a written request to us or by voting another proxy at a later date. The grant of a proxy will
not affect the right of any shareholder to attend the meeting and vote in person. For a general description of how
votes will be counted, please refer to the section below entitled “GENERAL INFORMATION - Counting of
Voles.”

Pursuant to the Mississippi Business Corporation Act and our governing documents, a proxy to vote submitted
by Internet or telephone has the same validity as one submitted by mail. To submit your proxy to vote by Internet,
you need to access the website www.proxyvotenow.com/bxs, enter the 9-digit control number found on the enclosed
proxy card and follow the instructions on the website. To submit your proxy to vote by telephone, call 1-866-257-
2279, enter the 9-digit control number on the enclosed proxy card and follow the instructions. You may submit your
proxy to vote by Internet or tlelephone at anytime until 2:00 a.m. (Central Time) on April 23, 2008 and ¢ither method
should not require more than a few minutes to complete. To submit your proxy to vote by mail, please complete,
sign, date and return the enclosed proxy card in the enclosed business reply envelope.

If your shares are held in “street name” through a broker, bank or other holder of record, you will receive
instructions from the registered holder that you must follow in order for your shares to be voted for you by that
record holder. Each method of voting listed above is offered to shareholders who own their shares through a broker,
bank or other holder of record. If you provide specific voting instructions, your shares will be voted as you have
instructed and as the proxy holders may determine within their discretion with respect to any other matters that may
properly come before the annual meeting.

The close of business on March 3, 2008 has been fixed as the record date for the determination of shareholders
entitled to notice of and to vote at this year’s annual meeting. As of such date, we had 500,000,000 authorized shares

of common stock, $2.50 par value, of which 82,375,948 shares were outstanding. Each share of our common stock

is entitled to one vole. The common stock is our only outstanding voting stock. Holders of a majority of the
outstanding shares of our common stock must be present, in person or by proxy, to constitute a quorum for the
transaction of business at the annual meeting.




PROPOSAL I: ELECTION OF DIRECTORS

Introduction

Our Restated Articles of Incorporation provide that the Board of Directors shall be divided into three classes of
as nearly equal size as possible. Directors are ¢lected by a plurality of the votes cast by the holders of shares of
common stock represented at a meeting at which a quorum is present. The holders of our common stock do not have
cumulative voting rights with respect to the election of directors. Consequently, each shareholder may cast one vote
per share for each nominee.

Unless a proxy specifies otherwise, the persons named in the proxy shall vote the shares covered by the proxy
for the nominees listed below. Should any nominee become unavailable for election, shares covered by a proxy will
be voted for a substitute nominee selected by the current Board of Directors.

Nominees

The Board of Directors has nominated the four individuals named below under the caption “Class Il Nominees”
for election as directors to serve until the annual meeting of shareholders in 2011 or until their earlier retirement in
accordance with our retirement policy for directors. Our retirement policy for directors provides that a director may
not stand for re-election to the Board after reaching his 70™ birthday, unless the Board determines that we would
significantly benefit from such director serving another term because of his advice, expertise and influence. Pursuant
to this policy, the Board has determined that we would significantly benefit from having each of W. G. Holliman, Jr.
and Tumer O. Lashlee serve another term.

Al the end of a director’s term, the Board may, in its discretion, re-nominate that director for another term. If the
Board does not re-nominate a former director for another term after his 70™ birthday or such person is not re-elected
by our shareholders, the person would then serve as a Director Emeritus for a one-year term, and be eligible for re-
election as a Director Emeritus by the Board annually. A Director Emeritus does not have the authority of a director
and does not meet with the Board, but is given this title in honor of past service.

Each nominee has consented to be a candidate and to serve as a director if elected.
The following table shows the names, ages, principal occupations and other directorships of the nominees
designated by the Board of Directors to become directors and the vear in which each nominee was first elected to the

Board of Directors:

Class 1I Nominees — Term Expiring in 2011

Director
Name Age  Principal Occupation/Other Directorships Since
W. G. Holliman, Jr. 70 Chairman of the Board and Former Chief Executive Officer 1994
(1996-2008), Furniture Brands International, Inc., St.
Louis, Missouri and Tupelo, Mississippi (furniture
manufacturer)
James V. Kelley 58  Chief Operating Officer and President of BancorpSouth, 2000
Inc. and BancorpSouth Bank; Director, Murphy Oil
Corporation, El Dorado, Arkansas (integrated oil
company) _
Turner O, Lashlee 71 Chairman of the Boeard, Lashiee-Rich, Inc., Humboldt, 1992
. Tennessee (general construction)
Alan W. Perry 60  Attorney at Law, Forman, Perry, Watkins, Krutz & Tardy 1994

LLP, Jackson, Mississippi
Continuing Directors

Each person named below will continue to serve as a director until the annual meeting of shareholders in the year
indicated for the expiration of his term. Shareholders are not voting on the election of the Class 1 and Class TII
directors listed below. The following tables show the names, ages, principal occupations and other directorships of
each continuing director, and the year in which each was first elected to the Board of Directors:




Class I Directors — Term Expiring in 2009

Director
Name Age  Principal Occupation/Other Directorships Since
Hassell H. Franklin 72 Chief Executive Officer, Franklin Corp., Houston, 1974
) Mississippi (furniture manufacturer)
Robert C. Nolan 66  Chairman of the Board, Deltic Timber Corporation, El 2000
Dorado, Arkansas (timber production}; Managing
Partner, Munoco Company, El Dorado, Arkansas (oil
and gas exploration and production)
W. Cal Partee, Jr. 63  Partner, Partee Flooring Mill, Oil and Timber Investments, 2000
) Magnolia, Arkansas (oil and lumber production})
Travis E. Staub* 75  Retired, Fulton, Mississippi; Construction/engineering 1975
consultant, Fulton, Mississippi (2003-2004)
*  Mr. Staub will retire immediately following the 2008 annual meeting of shareholders.
Class I1I Directors — Term Expiring in 2010
Director
Name Age  Principal Occupation/Other Directorships Since
Larry G. Kirk 61  Retired, Tupelo, Mississippt; Former Chairman of the 2002
Board and Chief Executive Officer (1996-2005),
Hancock Fabrics, Inc., Tupelo, Mississippi (fabric
retaiter and wholesaler)
Guy W. Mitchell, 111 64  President and Attorney at Law, Mitchell, McNutt and 2003
Sams, P.A., Tupelo, Mississippi )
R. Madison Murphy 50  Director, Murphy Oil Corporation, El Dorado, Arkansas 2000

(integrated oil company); Director, Deltic Timber
Corporation, El Dorado, Arkansas (timber production);
Managing Member, Murphy Family Management, LLC,
El Dorado, Arkansas (investments)
Aubrey B. Patterson 65  Chairman of the Board and Chief Executive Officer of 1983
BancorpSouth, Enc. and BancorpSouth Bank; Director,
Furniture Brands International, Inc., St. Louis, Missouri
and Tupelo, Mississippi (furniture manufacturer)

Each of the nominees and continuing directors has had the principal occupation indicated for more than five
years unless otherwise indicated.

Required Vote

Assuming the presence of a quorum, directors will be elected by a plurality of the votés cast by the holders of
shares of common stock represented at the annua! meeting and entitled to vote. However, pursuant to our Amended
and Restated Bylaws, as amended in 2007, any nominee for director who receives a greater number of “withheld”
votes than “for” votes shall promptly following certification of the shareholder vote tender his resignation. The
Nominating Committee will consider the resignation offer(s) and make a recommendation to the Board of Directors
whether to accept such offer(s) and the Board will act on such recommendation within 90 days after certification of
the shareholder vote. Any director who tenders his resignation shall not participate in the Nominating Committee
recommendation or Board action regarding whether to accept the resignation offer.

The Board of Directors recommends that shareholders vote
“FOR? each of the Class 1I nominees.
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PROPOSAL 2: RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

The Audit Committee of the Board of Directors selected the accounting firm of KPMG LLP as our independent
registered public accounting firm for the year ending December 31, 2008 and seeks ratification of the selection by
our shareholders. This firm has served as our independent registered public accounting firm since 1973,

In addition to rendering audit services for the year ended December 31, 2007, KPMG LLP performed various
other services for us and our subsidiaries. The aggregate fees billed for the services rendered to us by KPMG LLP
for the years ended December 31, 2007 and December 31, 2006 were as follows:

2007 2006
Audit Fees™ $777,500 $781,000
Audit-Related Fees™ . 47,000 68,000
Tax Fees ) —_ —
All Other Fees — —
Total $824,500 $849,000

(1) The Audit Fees for the years ended December 31, 2007 and 2006 consisted principally of
fees for professional services in connection with the audits of our consolidated financial
statements and the audit of internal control over financial reporting as well as various
statutory and compliance audits.

(2) The Audit-Related Fees for the years ended December 31, 2007 and 2006 consisted
principally of fees for audits of financial statements of certain employee benefit plans.

All audit and non-audit services performed by KPMG LLP must be pre-approved by the Audit Committee. The
Audit Commitiee specifically reviews and pre-approves each audit and non-audit service provided by KPMG LLP
prior to its engagement to perform such services. The Audit Committee has not adopted any other pre-approval
policies or procedures,

Shareholder ratification of the Audit Committee’s seiection of KPMG LLP as our independent registered public
accounting firm for the year ending December 31, 2008 is not required by our Amended and Restated Bylaws, as
amended, or otherwise, Nonetheless, the Board of Directors has elected to submit the selection of KPMG LLP to our
shareholders for ratification, If a quorum is present, approval of this proposal requires the affirmative vote of a
majority of the shares of our commen stock represented at the annual meeting and entitled to vote. If the selection of
KPMG LLP as our independent registered public accounting firm for the year ending December 31, 2008 is not
ratified, the matter will be referred to the Audit Commitiee for further review.

Representatives of KPMG LLP will be at the annual meeting, will have an opportunity to make a statement if
they desire and will be available to respond to appropriate questions,

The Board of Directors recommends that shareholders vote “FOR”
ratification of the selection of KPMG LLP as our independent registered public accounting firm for 2008,




PROPOSAL 3: AMENDMENT TO OUR 1995 NON-QUALIFIED STOCK OPTION PLAN FOR NON-
EMPLOYEE DIRECTORS

Introduction

Our Board of Directors has adopted an Amendment (the “Amendment”) to the BancorpSouth, Inc. 1995 Non-
Qualified Stock Option Plan for Non-Employee Directors (the “Directors Option Plan™). The descriptions and
explanations in this proposal are qualified in their entirety by reference to the full text of the Amendment, which is
attached hereto as Appendix A. If the Amendment is approved by the shareholders at the annual meeting, it will ’
become effective without further action in accordance with its terms and conditions. The Directors Qption Plan is
administered by the Nominating Committee.

Currently under the Directors Option Plan, 564,000 shares of common stock have been reserved for issuance
under awards, of which 475,964 shares are either subject to outstanding awards or have been issued. The Directors ;
Option Plan provides for automatic annual grants to non-employee directors of stock options that are not qualified as
incentive stock options under the Internal Revenue Code.

Explanation of Changes

The purpose of the Amendment is to (i) provide for awards of non-qualified stock options, restricted stock and’
restricted stock units, (i) eliminate the automatic grant of stock options and provide discretion to the Nominating
Committee to determine the awards made under the plan, (iii) limit the number of shares of our common stock that
may be issued as awards each year, and (iv) increase the number of shares of our common stock that are available
for award under the plan by 400,000 shares to a total of 964,000 shares. A grant of restricted stock is an award of
our common stock that is subject to forfeiture until the conditions for vesting stated in the award are satisfied, and
the recipient immediately becomes a shareholder of the company. A restricted stock unit provides the recipient the
right to receive our common stock upon the achievement of conditions stated in the award. The recipient is not a
shareholder until such conditions are satisfied.

General Description of Directors Option Plan

The purpose of the Directors Option Plan is. to maintain our ability to attract and retain the services of
experienced and highly qualified non-employee directors and to enhance long-term shareholder value by more
closely aligning the interests of non-employee directors with those of the shareholders. Currently, the Directors
Option Plan only provides to each director who is not employed by us a non-qualified stock option grant to purchase
3,600 shares of our common stock. If the Amendment is approved by the shareholders at the annual meeting, this
feature will be eliminated. Instead, our Nominating Committee will have the discretion to grant each non-employee
director non-qualified options to purchase our common stock (not to exceed 10,000 shares), restricted shares of our
common stock (not to exceed 5,000 shares) and/or restricted stock units representing the right to receive shares of
our common stock (not to exceed 5,000 shares). Subject to the limits noted above, if the Amendment is approved,
the types of awards granted and number of shares underlying each award will be determined in the sole discretion of
the Nominating Committee. As of March 21, 2008, ten of our directors were eligible to participate in the Directors -
Option Plan; however, after Mr. Staub’s retirement immediately following the 2008 annual meeting of shareholders,
nine of our directors will be able to participate. ' :

Non-qualified stock options become fully vested upon the annual meeting of shareholders foliowing the date of’
grant, provided the individual remains a director until that time. The exercise price of all non-qualified stock options'
granted under this plan is the fair market value of common stock on.the grant date. Each non-qualified stock option:
will expire ten vears after the grant date, unless canceled sooner as a result of termination of service (but not normal
retirement) or death. The Directors Option Plan will continue indefinitely until terminated by the Board of Directors.

Once a non-qualified stock option has become exercisable, the individual may purchase shares of our common'
stock by paying the exercise price in cash, shares of common stock or in other consideration acceptable to the Board
of Directors. No additional payment is required for awards of restricted stock and restricted stock units. Subject to
limitations on “golden parachute” payments described in Sections 280G and 4999 of the Internal Revenue Code,
awards become fully vested upon the occurrence of a merger or certain other corporate events in which we
experience a change of control.




As of January 31, 2008, non-qualified stock options to exercise 475,964 shares of common stock have been
granted under the Directors Option Plan, of which 160,364 options have been exercised. Based upon the closing sale
price of our common stock on March 14, 2008, the aggregate market value of the 315,600 shares of commaon stock
underlying outstanding non-qualified stock options granted pursuant to the Directors Option Plan was approximately
$7,227,240.

New Plan Benefits

Because awards under the Directors Option Plan will be granted at the discretion of the Nominating Committee,
it is not possible to determine the amount of awards that will be granted if the Amendment is approved or the
amount of awards that would have been received by non-employee directors in 2007 if the Amendment had been in
effect. The Nominating Committee has not approved any awards under the Directors Option Plan that are
condltloned upon shareholder approval of the Amendment. .

Federal Income Tax Consequences

The tax consequences to us and our directors will vary with the type of award. Generally, a director will not
recognize income and we are not entitled to take a deduction upon the grant of non-qualified stock optxons restricted
stock or restricted stock units under the Directors Optlon Plan.

Upon exercise of a non-qualified stock option, the director recognizes ordinary income in an amount equal to
the difference between the fair market value of the commen stock and the exercise price paid. The director is also
subject to capital gains treatment on the gain realized pursuant to a subsequent sale of the common stock acquired
upon exercise of a non-qualified stock option, For this purpose, the director’s basis in the common stock is its fair
market value at the time the non-qualified stock option is exercised. We are not entitled to a tax deduction upon the
grant of a non-qualified stock option under the Directors Option Plan. We are generally entitled to take a deduction
for the ordinary income that is recognized by a director upon-exercise of a non-qualified stock option in the same
armount and at the time of such recognition. : : :

With respect to awards of restricted stock and restricted stock units, directors will recognize ordinary income
based on the market value of common stock at the time it becomes vested or earned under an award.
However, directors can make an election under Section 83(b) of the Internal Revenue Code to be taxed at the time
that restricted stock is granted. This election is not available for restricted stock units. In-either case, the director is
also subject to capital gains treatment on the subsequent sale of the common stock acquired through an award of
resiricted stock or restricted stock units. For this purpose, the director’s basis in the common stock is its fair market
value-at the time the common stock subject to the award becomes vested. If an election under Section 83(b) is made,
the director’s basis in the common stock is determined at the time the restricted stock was- transferred. We will
receive a deduction for the amount constltutmg ordinary income to the director for restricted stock and restncted
stock units. .

chulred Vote

Assummg the presence of a quorum, approval of the Amendment requires the affirmative vote of the majority
of the shares represented at the annual meeting and entitled to vote.

The Board of Directors recommends that shareholders vote “FOR” -
approval of the proposed Amendment to our
1995 Non-Qualified Stock Option Plan for Non-Employee Directors.




EQUITY COMPENSATION PLAN INFORMATION

The following table provides information as of December 31, 2007 with respect to compensation plans
(including individual compensation arrangements) under which shares of our common stock are authorized for

issuance:

Number of Securities Number of Securities -
to be Issued upon Weighted-Average Remaining Available for

Exercise of Exercise Price of Future [ssuance under -

Qutstanding Options, QOutstanding Options, Equity Compensation

Plan Category Warrants and Rights Warrants and Rights Plans'”

Equity Compensation Plans ]’i

Approved by Shareholders® 3,019319 . $21.14 _ 2,155,415 h
Equity Compensation Plans Not

Approved by Shareholders™ 7 87,322 ) 14.78 438,459 '
Total 3,106,641 $20.96 2,593,874 !

(1) Excludes shares to be issued upon exercise of outstanding options and rights.

(2) The plans that have been approved by our shareholders include our 1994 Stock Incentive Plan, as amended and
restated, 1995 Non-Qualified Stock Option Plan for Non-Employee Directors, as amended and restated,
Director Stock Plan and Executive Performance Incentive Plan,

(3) The plans that have not been approved by our shareholders include the 1998 Stock Option Plan and certain
plans and agreements assumed with the merger of Business Holding Corporation, which was effective
December 31, 2004,




CORPORATE GOYERNANCE

Director Attendance at Board, Committee and Annual Meetings

During 2007, our Board of Directors held eight meetings. Each director attended at least 75% of the total of ail
meetings of the Board of Directors and all committees on which such director served. We encourage our Board
members to atiend the annual meeting of shareholders. In 2007, all of our directors attended the annual meeting of
shareholders in person, except that, because of inclement weather, Messrs. Murphy, Nolan and Partee were only able
to listen to the annual meeting via webcast.

Committees of the Board of Directors

The Board of Directors has established four standing committees — the Executive Committee, the Audit
Committee, the Executive Compensation and Stock Incentive Committee and the Nominating Committee. A copy of
the charter of each of these commiitees, except for the Executive Committee, is available on our website at
www.bancorpsouthonline.com on our Investor Relations webpage under the caption “Corporate Governance.”

The following table shows the current membership of each committee of the Board of Directors:

Executive
Compensation and
Executive Stock Incentive Nominating

Director Committee Audit Committee Committee Committee
Hasselt H. Franklin - X ‘ X Chair
W. G. Holliman, Jr. X X
James V. Kelley X
Larry G. Kirk Chair
Turner O. Lashlee X X X
Guy W. Mitchel, H1
R. Madison Murphy X
Robert C. Nolan i X X X
W. Cal Partee, Jr. X
Aubrey B. Patterson Chair
Alan W. Perry
Travis E. Staub* X Chair X

*  Mr. Staub will retire immediately following the 2008 annual meeting of shareholders. At the 2008 annual
meeting of the Board of Directors that follows the annual meeting of sharcholders, the Board of Directors will
approve the appointment of a new Chair of the Executive Compensation and Stock Incentive Committee to
replace Mr. Staub.

Executive Committee. The Executive Committee acts on behalf of the Board of Directors on zll matters
concerning the management and conduct of our business and affairs, except those matters enumerated in the charter
of the Executive Committee and those matters reserved to the Board of Directors under state law. Generally, the
Executive Committee meets monthly. The Exccutive Committee held seven meetings during 2007.

Audit Committee. The Audit Committee is a separalély~designated standing audit committee established in
accordance with Section 3(a)(38)(A) of the Securities Exchange Act of 1934 that is responsible for, among other
things: .

* Monitoring the integrity of our financial statements, our compliance with legal and regulatory
requirements and our financial reporting process and systems of internal controls;

e  Monitoring the work of the Audit/Loan Review Committee of BancorpSouth Bank;

* Evaluating the independence and qualifications of our independent registered public accounting firm;




» Evaluating the performance of our independent registered public accounting firm and our internal
auditing department; '

¢ Providing an avenue of communication among our independent registered public accounting firm,
management, our internal audit department, our subsidiaries and our Board of Directors; and

» Selecting, engaging, overseeing, cvaluating and determining the compensation of our independent
registered public accounting firm.

This committee’s performance is evaluated annually. The Board of Directors has determined that each member
of the Audit Committee is independent under the listing standards of the New York Stock Exchange. Our Board of
Directors has also determined that each of Messrs. Kirk and Murphy is an “audit committee financial expert” as
defined in regulations adopted by the Securities and Exchange Commission. The Audit Committee held thirteen
meetings during 2007.

N

Executive Compensation and Stock Incentive Commitfee. Pursuant to the charter of the Executive Compensation,
and Stock Incentive Committee, the Executive Compensation and Stock Incentive Committee reviews corporate
goals and objectives relevant to the compensation of our Named Executive Officers (as identified in the section,
below entitled “EXECUTIVE COMPENSATION — Summary Compensation Table™), evaluates the performance of
our Named Executive Officers and determines the salary, benefits and other compensation of our Named Executive
Officers. After consultation with management, this committee makes recommendations to the Board of Directors
with respect to the salariés, benefits and other compensation of our executive officers other than the Named
Executive Officers. The committee, or a subcommittee thereof, also administers our Home Office Incentive Plan;
1994 Stock Incentive Plan, as amended and restated, 1998 Stock Option Plan and Executive Performance Incentive
Plan. . .

This committee has the sote authority to retain, at our expense, any compensation consultant to assist in the'
evaluation of executive officer compensation and to approve such consultant’s fees and other retention terms. In
addition, the committee also has authority to obtain advice and assistance from internal or external legal, accounting
or other advisors as it deems necessary to carry out its duties, at our expense, without prior approval of the Board of
Directors or management.

The activities of this committee must be conducted in accordance with the policies and principles set forth in our
Corporate Governance Principles and this committee’s performance is evaluated annually. On occasion, the Chief
Executive Officer attends Executive Compensation and Stock Incentive Committee meetings. The Chief Executive
Officer provides information to the Executive Compensation and Stock Incentive Commitiee concerning the
executive officers, discusses performance measures relating to executive officer compensation and makes
recommendations to the Executive Compensation and Stock Incentive Committee concerning the compensation of
the executive officers. The Board of Directors has determined that each committee member is independent under the
listing standards of the New York Stock Exchange. This committee held five meetings during 2007,

Nominating Committee. The Nominating Committee identifies and recommends to the Board nominees for
election to the Board consistent with criteria approved by the Board, and recommends to the Board of Directors
nominees for election to the Board and for appointment to its committees. This committee also maintains and
-periodically reviews our Corporate Governance Principles, oversees the annual evaluation of the Board and
management and reviews and recommends to the Board for approval in advance all “related person” transactions
between us and any of our “related persons.” Pursuant to its charter, the committee also reviews and approves at
least every two years the compensation paid to non-employee directors and, in accordance with such authority,
administers our 1995 Non-Qualified Stock Option Plan for Non-Employee Directors, as amended and restated, and
Director Stock Plan, as amended and restated. This committee’s performance is evaluated annually. The Board of
Directors has determined that each committee memiber is independent under the listing standards of the New York
Stock Exchange. The Nominating Committee held four meetings during 2007.




Executive Sessions

In order to promote open discussion among the non-management directors, we schedule regular executive
sessions in which those directors meet without management participation. Unless a majority of the Board of
Directors designates a presiding director, the Chairman of the Nominating Committee, currently Mr. Franklin,
presides at these meetings. In addition, an executive session of independent (as defined in the listing standards of the
New York Stock Exchange), non-management directors is held at least twice each year.

Communications with the Board of Directors

You may send communications to the Board of Directors, the presiding director of the non-management
directors, the non-management directors as a group or any individual director by writing to the Board of Directors or
an individual director in care of the Corporate Secretary at One Mississippi Plaza, 201 South Spring Street, Tupelo,
Mississippi 38804. The Corporate Secretary will directly forward written communications addressed to the entire
Board of Directors to the Chairman of the Nominating Committee, written communications addressed to the non-
management directors to thie non-management directors and all other written communications to the individual
director(s) to whom they are addressed. '

Governance Information

In addition to the committee charters described above, our Corporate Governance Principles and our Code of
Business Conduct and Ethics are available on our website at www.bancorpsouthonline.com on our Investor
Relations webpage under the caption “Corporate Governance.” These materials, including the committee charters
described above, are also available in print to any shareholder upon request. Such requests should be sent to the
following address: ‘

: -BancorpSouth, Inc.
One Mississippi Plaza
201 South Spring Street
Tupelo, Mississippi 38804
Attention: Corporate Secretary

Director Independence

The Board of Directors reviews the independence of all directors and affirmatively makes a determination as to
the independence of each director on an annual basis. No director will qualify as independent unless the Board of
Directors affirmatively determines that the director has no material relationship with BancorpSouth (either directly
or as a partner, shareholder or officer of an organization that has a relationship with BancorpSouth). In each case,
the Board of Directors broadly considers all relevant facts and circumstances when making independence
determinations. To assist the Board of Directors in determining whether a director is independent, the Board of
Directors has adopted Director Independence Standards, which are attached as Appendix B to this Proxy Statement
and are also available on our website at wiww.bancorpsouthonline.com on our Investor Relations webpage under the
caption “Corporate Governance.” The Board of Directors has determined that each of Messrs. Franklin, Holliman,
Kirk, Lashlee, Mitchell, Murphy, Nolan, Partee and Staub, a majority of our Board members, meets these standards
as well as the current listing standards of the New York Stock Exchange for independence.

During 2007, the Board of Directors discussed the following relationships and transactions in making its
independence determinations with respect to each director identified as independent and determined that none of
these relationships or transactions precluded any such directors from being independent:

e Messrs. Nolan and Murphy are first cousins;

s Mr. Staub’s daughter is employed by BancorpSouth Bank as First Vice President, Student Loan
Manager, which is not an executive position;

e Lashlee-Rich, Inc., a private company for which Mr. Lashlee serves as Chairman, from time to time
performs construction work on some of BancorpSouth Bank’s branches; however, the Board of
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Directors determined that the amount that we paid to Lashlee-Rich in 2007 ($44,500) was not material
remuneration affecting Mr, Lashlee’s independent judgment; and ;

e Furniture Brands International, Inc., a public company the stock of which is listed on the New York
Stock Exchange and for which Mr. Holliman is Chairman and served as Chief Executive Officer
during 2007, leased office space at BancorpSouth Bank’s main office building in Tupelo, Mississippi
and paid rent to us; however, the Board of Directors determined that the amount paid to us by
Fumiture Brands in 2007 ($16,080) was not material remuncration affecting Mr. Holliman’s
independent judgment.

Forman, Perry, Watkins, Krutz & Tardy, LLP, a law firm of which Mr. Perry is a partner, provides legal services
for us and in 2007 we paid this taw firm less than $120,000. Because Mr. Perry’s law firm regularly provides legal
services for us, the Board of Directors has determined that Mr. Perry does not meet the current listing standards of
the New York Stock Exchange for independence.

Mr. Lashlee meets the independence standards for the New York Stock Exchange but does not meet the
independence standards under Section 162(m) of the Internal Revenue Code. In serving on the Executive
Compensation and Stock Incentive Committee, Mr. Lashlec does not participate in the determination of
performance-based awards qualifying as such under Section 162(m).

Director Qualification Standards

The Nominating Committee and our Chief Executive Officer actively seek individuals qualified to become
members of our Board of Directors for recommendation to our Board of Directors and shareholders. The
Nominating Committee considers nominees proposed by our shareholders to serve on our Board of Directors that
are properly submitted in accordance with our Amended and Restated Bylaws, as amended. In recommending
candidates and evaluating shareholder nominees for our Board of Directors, the Nominating Committee considers
each candidate’s qualification regarding independence, as well as diversity of age, ownership, influence and skills
such as understanding of financial services industry issues, all in the context of an assessment of the perceived needs
of BancorpSouth at that point in time. A copy of our director qualifications is set forth in our Corporate Governance
Principles, which are available on our website at www.bancorpsouthonline.com on our Investor Relations webpage
under the caption “Corporate Governance.” The Nominating Committee meets at least annually with our Chief
Executive Officer to discuss the qualifications of potential new members of our Board of Directors. After consulting
with our Chief Executive Officer, the Nominating Committee recommends the director nominees to the Board of
Directors for their approval. We have not paid any third-party fee to assist the Nominating Committee in the director
nomination process to date.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The table below sets forth certain information, as of January 31, 2008, with respect to the beneficial ownership
of common stock by (i) each person known by us to be the beneficial owner of more than 5% of the outstanding
shares of our commaon stock, (it) each directer and nominee, (iil) each of our Named Executive Officers identified in
the section below entitled “EXECUTIVE COMPENSATION — Summary Compensation Table” and {iv) all of our
directors and executive officers as a group. The statute governing Mississippi state banks and our Amended and
Restated Bylaws, as amended, require our directors to hold $200 in par value (i.e., 80 shares) of our common stock.
The number of shares of common stock owned by each director reflected in the table below inciudes such shares.
We relied on information supphed by our directors, executive officers and beneficial owners for purposes of this

table.
Amount and Nature of Percent of
Name and Address of Beneficial Owner* Beneficial Ownership!" Class
BancorpSouth, Inc. Amended and Restated Salary Deferral -
Profit Sharing Employee Stock Ownership Plan 6,486,246 7.88%
Barclays Global Investors, NA® 5,645,486 6.86%
L. Nash Allen, Jr. 177,311 -
Larry D. Bateman 82,421 *r
W. Gregg Cowsert 127,352 e
i Hassell H. Franklin 1,056,766 1.28%
i W. G. Holliman, Jr. 694,270 **
James V. Kelley 331,359 **
Larry G. Kirk 29,371 *x
Tumer O. Lashlee 96,357 ok
Guy W. Mitchell, 111 37,481 **
R. Madison Murphy 427,794 **
Robert C. Nolan 606,954 >
W. Cal Partee, Jr. 309,503 o
Aubrey B. Patterson ) 1,024,613 1.24%
Alan W, Perry 77,345 *x
Michael L. Sappington®” 40,052 .-
Travis E. Staub 89,678 -
All directors and executive officers as a group (19 persons) 5,418,798 6.58%

*  The address of each person or entity listed, other than Barclays Global Investors, NA, is ¢/o BancorpSouth,
Inc., One Mississippi Plaza, 201 South Spring Street, Tupelo, Mississippi 38804. The address of Barclays
Global Investors, NA is 45 Fremont Street, San Francisco, California 94105,

**  Less than 1%.

(1} Beneficial ownership is deemed to include shares of common stock that an individual has a right to acquire
within 60 days after January 31, 2008, including upon the exercise of options granted under our various equity
incentive plans described in the sections entitled “CORPORATE GOVERNANCE - Committees of the Board
of Directors — Executive Compensation and Stock Incentive Committee” and “CORPORATE GOVERNANCE
— Committees of the Board of Directors — Nominating Committee” as follows:




2
3)

(4)

&)

(©)

M
ity

Cominon Stock Underlying Options

Narhe Exercisable within 60 Days
L. Nash Allen, Jr, 92,600
Larry D. Bateman 59,600 _ . '
W. Gregg Cowsert 93,866
Hasseil H. Franklin T 30,000
W. G. Holliman, Jr. 30,000
James V. Kelley N 200,000
Larry G. Kirk o 18,000
Turner O. Lashlee _ 30,000
Guy W. Mitchell, L1 14,400
R. Madison Murphy 21,6000
Robert C. Nolan 21,600
W. Cal Partee, Jr. 21,600
_ Aubrey B. Patterson N 595,666
Alan W. Perry 30,000
Michael L. Sappington -
Travis E. Staub 30,000

These shares are deemed to be outstanding for the purposes of computing the “percentage of class” for that
individual, but are not deemed outstanding for the purposes of computing the percentage of any other person.

Information in the table for individuals also includes shares held in our Amended and Restated Salary Deferral
— Profit Sharing Employee Stock Ownership Plan, also referred to as the 401(k) Plan, and in individual
retirement accounts for which the shareholder can direct the vote. Except as indicated.in the footnotes to this
table, each person listed has sole voting and investment power with respect to all shares of commen stock
shown as beneficially owned by him pursuant to applicable law.

Based on information contained in a Schedule 13G, filed on February 35, 2008, with the SEC. The amount
shown includes shares beneficially owned by affiliates of Barclays Global Investors, NA.

Includes 137,408 shares owned by Mr. Holliman's wife, of which Mr. Holliman disclaims beneficial
ownership.

Includes 10,940 shares held in trusts of which Mr. Murphy is the trustee for the benefit of his minor children,
of which Mr. Murphy disclaims beneficial ownership, 48,288 shares held in trusts of which Mr. Murphy is co-
trustee for the benefit of others, 9,735 shares owned by Mr. Murphy’s wife, of which Mr. Murphy disclaims
beneficial ownership, and 248,861 shares held by a limited partnership that is controlled by a limited liability
company of which Mr. Murphy is a member of which Mr. Murphy disclaims beneficial interest as to 228,110
shares.

Inctudes 12,879 shares held in trusts of which Mr. Nolan is the co-trustee for the benefit of his grandchildren,
of which Mr. Nolan disclaims beneficial ownership, 391,971 shares held in a trust of which Mr. Nolan is the
co-trustee for the benefit of his nieces, nephews, children and the lineal descendants of four co-trustees, of
which Mr. Nolan disclaims beneficial ownership, and 4,227 shares owned by Mr. Nolan’s wife, of which Mr.
Nolan disclaims beneficial ownership.

Includes 330 shares owned by Mr. Partee’s wife, of which Mr. Partee disclaims beneficial ownership, and
5,208 shares held by Mr, Partee's wife as custodian for the benefit of Mr. Partee’s children, of which Mr,
Partee disclaims beneficial ownership.

Mr. Sappington retired effective as of December 21, 2007.

Includes 14,318 shares owned by Mr. Staub’s wife, of which Mr. Staub disclaims beneficial ownership.




COMPENSATION DISCUSSION AND ANALYSIS

Overview

The Executive Compensation and Stock Incentive Committee of the Board of Directors administers our
executive compensation program. The Executive Compensation and Stock Incentive Commitiee is composed
entirely of directors who are independent under the listing standards of the New York Stock Exchange and our
Director Independence Standards. The Director Independence Standards and the charter of the Executive
Compensation and Stock Incentive Committee are available on our website at www. bancorpsouthonline.com on our
Investor Relations webpage under the caption “Corporate Governance.” The charter is reviewed annually by the
Executive Compensation and Stock Incentive Committee and was most recently revised in April 2007.

In performing its duties, among other things the Executive Compensation and Stock Incentive Committee:

e Annually reviews and approves corporate goals and objectives relevant to the compensation of the
Chief Executive Officer, evaluates the Chief Executive Officer’s performance in light of those goals
and objectives and determines and approves the Chief Executive Officer’s compensation level based
on this evaluation;

* In determining the long-term incentive component of the Chief Executive Officer’s compensation,
considers our performance and relative shareholder return, the value of similar incentive awards to
chief executive officers at comparable companies, the awards given to the Chief Executive Officer in
past vears and such other factors as it may deem relevant;

¢ For the (i) Chief Executive Officer, Chief Financial Officer and the three most highly compensated
executive officers other than the Chief Executive Officer and the Chief Financial Officer, determines
and approves, and (ii} other executive officers, annually reviews and recommends to the Board:

—  The annual base salary level(s);
—  Annual bonus(es);
—  Changes or amendments 10 incentive-compensation plans and equity-based plans;

—~ Employment agreements, severance arrangements and change in control agreements/
provisions, in each case as, when and if appropriate; and

—  Any special or supplemental benefits plans or programs;
¢ At least annually and more often as circumstances dictate, reports its actions to the Board; and

s Annually reviews and re-assesses the adequacy of the Executive Compensation and Stock I[ncentive
Committee’s charter and recommends any proposed changes to the Board for approval.

Decisions by the Executive Compensation and Stock Incentive Committee with respect to the compensation of our
executive officers, including the Named Executive Officers, are reported to the full Board of Directors (excluding
directors who are also our employees).

Compensation Policy

Our principal measures of success in achieving our business objectives are an increasing dividend, growth in
average deposits and other funding sources, return on average equity, earnings per share growth, our asset quality
and our overall market competitive position, as measured against our own internal standards and as compared to a
peer group of comparably sized bank holding companies. The variable, performance-based elements of our
executive compensation program are designed to reward our executive officers based on our overall performance in
achieving defined performance goals relative to these measures.

Through our executive compensation program we seek to provide:
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.«  Base salaries at levels that will attract and retain qualified executive officers;

e Compensation that differentiates pay on the basis of performance;

s Incentive compensation opportunities that will motivate executive officers to achieve both our short-
term and long-term business abjectives and that will provide compensation commensurate with our
performance achievements;

» Total compensation that is competitive with that of comparable bank holding companies within the
context of our performance; and

» Protection of shareholder interests by requiring achievement of successful results as a condition to
earning above-average compensation.

Qur executive compensation program consists of the fellowing primary elements:

s Annual base salary is intended to provide a foundation element of compensation that is relatively
secure and that reflects the skills and experience that an executive brings to us; we seek to pay base
salaries that are competitive with those paid to executive officers in comparable positions at
comparable bank holding companies;

e Annual incentive compensation is a variable non-equity element that is based on the achievement of
defined goals for a given fiscal year that are tied to our overall performance and, in some situations,
performance of a specific business vnit; ‘

»  Long-term incentive compensation is a variable equity element that provides an emphasis on longer-
term performance goals, stock price performance, ongoing improvement and continuity of
performance;

e Employee benefits are intended to provide reascnable levels of security with respect to retirement,
medical, death and disability protection and paid time off; and

o Certain perquisites are used to supplement the other elements of compensation, facilitating the
attraction and retention of executive officers of the caliber we believe necessary to remain competitive.

The Executive Compensation and Stock I[ncentive Committee uses the variable compensation elements of our
executive compensation program (i.e., annual incentive compensation and long-term incentive compensation) as
incentives that are based on our performance. While increases to annual base salaries also take individual and our
overall performance into consideration, they are not predicated solely on performance achievements and are not
subject to the same degree of variability as the performance-based incentives. The variable elements of
compensation align with shareholder interests by focusing executives’ attention on key measures of performance
that we believe either drive shareholder return or directly reflect our stock price performance.’ '

The allocation of compensation across each of the elements of our executive compensation program is based on
the following considerations:

¢ The need to provide a level of basic compensation (base salary and employee benefits) necessary to
enable us to attract and retain high-quality executives, regardless of external business conditions; .

e The goal of providing a substantial amount of compensatlon opportunities through perforrnance~based
variable-compensation vehicles;

»  The goal of reflecting reasonable practices of comparable bank holding companies within the context
of our performance achievements; and

s The desire to align our executives™ and our shareholders’ best interests through the use of equity-based
compensation vehicles.




To date, we have not implemented policies or procedures with respect to adjustment or recovery of awards or
payments in the event of restatements of our earnings or similar events.

The statute governing Mississippi state banks and our Amended and Restated Bylaws, as amended, require our
directors to own shares of our common stock in an aggregate amount of at least $200 par value (i.e., 80 shares). We
do not, however, have any other requirements for minimum stock ownership for our officers or directors. Qur
Insider Trading Policy prohibits directors, officers and other employees from hedging the economic risk of
ownership of any shares of our common stock they own.

Compensation Process

The Executive Compensation and Stock Incentive Committee generally meets two times a vear and more often if
necessary. Prior to each regular meeting, the Corporate Secretary sends materials to each committee member,
including minutes of the previous meeting, an agenda, recommendations for the upcoming meeting and other
materials relevant to the agenda items. On occasion, the Chief Executive Officer attends commitiee meetings to
provide information to the committee conceming the performance of executive officers, discusses performance
measures relating to executive officer compensation and makes recommendations to the committee concerning the
compensation of the executive officers. The Executive Compensation and Stock Incentive Committee holds an
executive session censisting only of committee members at almost every meeting. The Chief Executive Officer does
not engage in discussions with the Executive Compensation and Stock Incentive Committee regarding his own
compensation, except to respond to questions posed by committee members outside of the executive session
deliberations. :

Prior to 2006, neither the Executive Compensation and Stock Incentive Committee nor management formally
compiled a summary of all executive compensation components (“tally sheets™), Management began compiling tally
sheets in 2006 to assimilate all components of compensation that are paid to the Named Executive Officers. This
information is provided to the Executive Compensation and Stock Incentive Committee for use in its deliberations.

The Executive Compensation and Stock Incentive Committee reviews and approves, in advance, employment,
severance or similar arrangements or payments 10 be made {o any executive officer. The committee receives reports
from management pertaining to compensation for all other officers and annually reviews all of the perquisites paid
to the Named Executive Officers as discussed below in the section entitled “Components of Compensation —
Perquisites.”

In 2007, we engaged Watson Wyatt Worldwide, Inc. to provide multiple services, including substantive
consultation services with respect to general compensation, health, welfare and retirement benefits. In addition,
Watson Wyatt is the actuary for our pension plan. Since 2001, the Executive Compensation and Stock Ingentive
Committee has separately engaged Watson Wyalt to review our executive compensation programs, advise the
commitiee with respect Lo the aggregate level of compensation of our executive officers and advise the committee on
the mix of elements used to compensate our executive officers. The Watson Wyatt consultants who are involved in
.this function are engaged separately and work independently from those Watson Wyatt consultants who are engaged
for health, welfare and retirement consulting,

In performing its services in 2007, Watson Wyatt interacted coliaboratively with the Executive Compensation
and Stock [ncentive Commitice and senior management, Watson Wyatt’s analyses and reports were provided
contemporaneously to both the chairman of the committee and to management to facilitate review and discussion.
The Executive Compensation and Stock Incentive Committee instructed Watson Wyatt to preparé an analysis of the
market competitiveness of base salary, annual bonus opportunity and long-term incentive opportunity for our senior
management. In response, Watson Wyatt conducted an in-depth market analysis and, based on this analysis, made
additional recommendations regarding Mr. Patterson’s position as Chairman and Chief Executive Officer and Mr.
Keliey’s position as President and Chief Operating Officer that were based on a combination of:

¢ An analysis of definitive proxy statements (by “pay rank” and “position match™) covering our peer
group, which examined base salary, annual bonus, total cash compensation, long-term incentive
opportunity and total direct compensation (salary plus bonus and long-term incentive opportunity); and




e An analysis using key bank industry surveys (primarily provided by Watson Wyatt and Mercer LLC)
comprised of similarly-sized banking organizations.

Watson Wyatt provided the chairman of the Executive Compensation and Stock Incentive Committee with a
detailed report that summarized the market data and provided the commitiee with observations as to our reldtive
competitiveness in comparison to both our peer group and the overall relevant bank industry marketplace based on
Watson Wyatt’s interpretation and synthesis of the various components of market data.

In addition, the Executive Compensatlon and Stock Incentive Committee relied on Watson Wyatt for the
following: ‘

¢ In collaboration with legal counsel and accounting professionals, assistance with regulatory
compliance (e.g., compliance with Section 162(m) of the Internal Revenue Code and FAS 123R);

¢ Development of long-term incentive compensation strategy,
e Development and update of our peer group in light of industry consolidations; and
¢ Research of issues and presentation of alternatives on topics of interest to the committee.

The Executive Compensation and Stock Incentive Committee determined specific awards for 2007 through a
qualitative analysis beginning from a base of objective market information. First, Watson Wyatt provided a
memorandum to the chairman of the committee that included a detailed market analysis and observations of market
competitiveness of the Chief Executive Officer’s and Chief Operating Officer’s base salary, target bonus
opportunity and long-term incentive opportunity. The committee then reviewed this objective market information as
a check to ensure that the current compensation and potential increases were within an acceptable competitive range.
In addition, the committee analyzed factors such as our past and expected future performance, past and expected
future individual performance, career objectives, retention considerations, the current business environment and
anticipated changes, and our near-term and long-term business strategies. In other words, the committee combined
objective and financial information with subjective and qualitative considerations. The committee made adjustments
to base compensation, target annual bonus award opportunities and the quantity and form of long-term incentive
award opportunities with a view to providing incentives that would encourage the performance that is necessary to
achieve our business objectives. i

In reviewing the peer group analysis, the Executive Compensation and Stock Incentive Committee did not set
executive compensation in accordance with a specific benchmark nor use a peer group subset in its analysis. The
committee did, however, review proxy disclosures and compensation survey data. The peer group selected by the
committee was comprised of both “primary comparators™ and a “reference comparator.” The primary comparators
were organizations that were within a range of approximately one-half to two times our asset size and the reference
comparator was an organization of regional interest that was outside of that range. The primary and reference
comparators were as follows:

e Primary comparators. Alabama National Bancorporation; BOK Financial Corporation; The Colonial
Bancgroup, Inc.; Commerce Bankshares; Cullen/Frost Bankers, Inc.; FirstMerit Corporation; Fulton
Financial Corporation; Hancock Holding Company; Mercantile Bankshares Corporation; Sky
Financial Group; The South Financial Group, Inc.; Trustmark Corporation; Valley National Bancorp;
and Whitney Holding Corporation.

*  Reference comparator: Compass Bancshares, Inc. !
The proxy review analysis included the following:

e The pay levels and practices of the peer group of bank holding companies selected by the committee;

e The Chief Executive Officer’s and the Chief Operating Officer’s posilior;s from both a “pay rank”

perspective (e.g., highest paid and second-highest paid) and a “position match” perspective (e.g.,
Chairman and Chief Executive Officer, President and Chief Operating OfTicer);




* Base salary, annual bonus (both target opportunity and bonus actually paid), total cash compensation
(salary plus bonus), long-term incentive opportunity and total direct compensation (salary plus bonus
and long-term incentive opportunity); and

« Both descriptive statistics (e.g., 257, 50" and 75" percentiles) for the primary comparators and our
percentile ranking versus the peer group primary comparators for each pay element. Similar data was
compiled for the reference comparater, but was not incorporated into the descriptive statistics or the
percentile rankings.

In its review of compensation survey data, the Executive Compensation and Stock Incentive Committee used
nationally recognized bank industry surveys (primarily surveys provided by Watson Wyatt and Mercer LLC)
reflecting similarly-sized banking organizations. Watson Wyatt provided the committee with comparisons using
both a straight-line regression analysis, which related compensation to the asset size of the banking organization,
and an “asset group” analysis, which examined pay data for the banking organizations falling within set asset-size
groupings. This review included the following:

¢  An examination for the Chairman and Chief Executive Officer and the President and Chief Operating
Officer positions, as well as other selected senior management positions;

s An examination of base salary, annual incentive opportunity and long-term incentive opportunity; and

» A calculation of descriptive statistics reflecting the 25®, 50™ and 75™ percentiles of the participant data.

The Executive Compensation and Stock Incentive Committee believes that the overall compensation for our
Chief Executive Officer and Chief Operating Officer is competitive with our peer group and is commensurate with
the responsibilities assigned to their respective positions. Compensation for our other executive officers is
comparatively less than the compensation for similarly situated officers in the peer group. Otherwise, our
compensation policies are consistently applied for all of our officers. The difference between the award
opportunities granted to Mr. Patterson as compared to Mr. Kelley, and to Messrs. Paiterson and Kelley as compared
to our other executive officers, is a reflection of differences in the level and scope of responsibility of their
respective positions, and the market’s pattern of providing progressive award opportunities at higher levels.

Components of Compensation

The Executive Compensation and Stock Incentive Committee allocates compensation to individuals both as to
specific components (for example, base salary and incentive compensation) and as a whole. Each of the components
of compensation is discussed in more detail below. While considering each component of compensation, the
Executive Compensation and Stock Incentive Committee is relatively more focused on the individual components
that make up an individual officer’s total compensation rather than the total compensation itself.

Annual Base Salary. The Executive Compensation and Stock Incentive Committee views cash compensation as
one element of overall compensation, but not necessarily as the principal instrument to provide incentive to our
executive officers. We believe that base salary ranges should reflect the competitive employment market and the
relative internal responsibilities of each executive’s position, with an executive’s salary within a salary range being
based upon his or her individual performance. In connection with the annual budget process, the Executive
Compensation and Stock Incentive Committee considers salaries for executive officers within the context of the
competitive market data described above under the caption “Compensation Process.” In its review of market data for
setting 2007 salary levels, the Executive Compensation and Stock Incentive Committee found that, while there were
some variances of our executives’ salaries from salaries for comparable positions at comparable bank holding
companies (which particular deviations were deemed appropriate), the salaries of our executives on the whole
reasonably approximated the salaries at comparable bank holding companies. Increases in base salary are based
upon the foliowing considerations:

¢ Qur salary budget for the applicable fiscal year, which includes the salary of all of our employees;

* Assessment of the competitiveness of the executive’s salary as compared to competitive market data
(with primary emphasis on setting base salary at the median salary for the comparable position at
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comparable bank holding companies unless a different compensation level is warranted by individual'
performance); ‘ : '

’

e The executive’s performance in carrying out his or her specific job responsibilities and attaining
specific objectives that may have been established for the year;

¢ Our overall performance as a whole for the prior fiscal year; and

+  Assessment of the appropriateness of the executive’s salary when compared to peers and on an internal
equity basis. ' ' . ’

In 2007, the Executive Compensation and Stock Incentive Committee set base salary in reference to a
combination of individual performance and our overall performance. The committee endeavored to understand
competitive pay and compensation opportunities for similarly situated executive officers of comparable bank
holding companies and to provide reasonably competitive compensation within the context of our achievements.
The committee determined the amounts of base salary increases for our executive officers after consideration of:

e The executive officer’s pattern of achievement with respect to the budget and business plan
performance in his/her area(s) of responsibility and overall managerial effectiveness with respect to
planning, personnel development, communications, regulatory compliance and similar matters;

e Competitive pay levels for similarly situated executives in comparable bank holding companies;
s The current level of the executive officer’s base salary in relation to market competitive salary levels;
e Marketplace trends in salary increases (both geographical and by industry); and

¢ Consideration of our overall performance and aggregate cost affordability, retention risks, fairness in
view of our overall salary increases and the executive officer’s potential for future contributions to the
organization.

In January 2008, the Executive Compensation and Stock Incentive Committee determined the base salary for its
executive officers for 2008 based on the above methodology. Each Named Executive Officer’s base salary was
adjusted effective as of January 1, 2008. '

Annual Incentive Compensation. Annual non-equity “bonuses” are provided through our annual incentive
compensation program. This program furthers our objectives to provide compensation that differentiates pay on the
basis of performance, provide compensation commensurate with our performance achievements and protect
shareholder interests by requiring achievement of successful results as a condition to earning above-average
compensation. We believe that annual incentive compensation should reflect the competitive employment market
and the relative internal responsibilities of each executive’s position and should provide meaningful compensation
opportunities in relation to our achievement of key annual performance goals. We believe that such compensation
opportunities will motivate participants in the program to achieve our established goals. The Executive
Compensation and Stock Incentive Committee considers annual bonuses for similarly situated executive officers of
similarly-sized bank holding companies within the context of the competitive market data described above under the
caption “Compensation Process.”

'

We provide annual incentive compensation opportunities to Named Executive Officers under two programs — the
Executive Performance Incentive Plan and the Home Office Incentive Plan. The Executive Performance Incentive
Plan provides for the payment of cash incentive bonuses, as well as equity-based awards based upon the
achievement of performance goals estabtished by a subcommittee of the Executive Compensation and Stock
Incentive Committee that administers the Executive Performance Incentive Plan. This plan is intended to increase
shareholder value and our success by encouraging outstanding performance by our Named Executive Officers who
are eligible to participate. During 2007, the Chief Executive Officer and Chief Operating Officer were eligible to
participate in the Executive Performance Incentive Plan. Payments made under the Executive Performance Incentive
Plan are intended to be “performance-based compensation” within the meaning of Section 162(m) of the Intemal
Revenue Code. The amount of the cash bonus may vary among participants from year to year.




The subcommittee that administers the Executive Performance Incentive Plan consists of members of the
Executive Compensation and Stock Incentive Committee who are quaiified under all applicable independence
standards {including Section 162(m) of the Internal Revenue Code and SEC Rule 16b-3). The subcommittee may
establish performance goals for awards granted under the plan based on any of the following business criteria;

e Return on average equity or average assets;
s Deposits and other funding sources;
¢ Revenue, including interest income and/or non-interest income, and/or return on revenue;

+  Cash flow (operating, free, cash flow return on equity, cash flow return on investment);

+ [Earnings, before or afier taxes, interest, depreciation and/or amortization;
+  Earnings per share;
*  Net interest margin;

¢ Improvement in credit quality measures, including non-performing asset ratio, net charge-off ratio or
reserve coverage of non-performing loans vs. peers;

¢ Efficiency ratio;
e  Loan growth; and
¢ Total shareholder return.

The subcommittee may take into account several factors when ‘establishing performance goals but such goals
must be objectively determinable and based on levels of achievement of the business criteria described above, No
later than 90 days after the beginning of each fiscal year or any other performance period, the subcommittee will
specify in writing (i} the type of award (i.e., cash or equity) and target amount payable to each participant, (ii} the
maximum amount payable to each participant, (iii) the performance goals upon which each participant’s award is
conditioned and (iv) the formula to determine the amount payable or shares that become vested based on the
achievement of the specified goals. The amount of awards may vary among participants and from year to year, but
the maximum cash bonus payable to any participant under the Executive Performance Incentive Plan in a year is $4
million.

Following the applicable performance period, the subcommittee must certify in writing for each participant
whether the performance goals and any other material conditions have been met. If these goals and conditions have
been met, the subcommittee may authorize payment of the amount eamned under an award. The subcommittee has
discretion to reduce or climinate, but not increase, an amount that is payable under the Executive Performance
incentive Plan. Incentive cash bonuses are paid as soon as practicable following the end of the fiscal year.

We also provide incentive compensation opportunities to Named Executive Officers and other participants under
the Home Office Incentive Plan. The Home Office Incentive Plan uses the same performance measures and goals as
the Executive Performance Incentive Plan referenced above, but allows the Executive Compensation and Stock
Incentive Committee to consider objective factors and to use its discretion to either increase or decrease resultant
awards.

The Home Office Incentive Plan and the Executive Performance Incentive Plan are similar but separate
programs. Employees are eligible for either one program or the other, but not both. The Home Office Incentive Plan
covers approximately 64 key management employees who are selected by our Board of Directors and does not
impact the awards generated under the Executive Performance Incentive Plan. For 2007, participation in the
Executive Performance Incentive Plan was limited to the two executive officers whose compensation is subject to
the deduction limitations of Section 162(m) of the Internal Revenue Code. Awards granted under the Home Office
Incentive Plan and the Executive Performance Incentive Plan during 2007 had the following characteristics:
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o  Awards were based .on growth in average deposits and other funding sources, and return on average '_
equity. These metrics were selected because of their relationship 1o shareholder vaiue. Performance
goals using these metrics were established and were applied consistently to all participants of bath
plans.

e The award opportunities were established on the basis of (i) each participant’s role and level in the
organization, his or her potential o make significant contributions to our success and market
competitive levels for similarly situated positions in comparable banking organizations, (ii} the nature’
of the executive officer’s position and scope of responsibilities so that performance goals were tailored
to either our overall performance or business unit performance, depending on the scope of the
executive officer’s responsibilities, and (iii) our business environment and positioning in comparison
to key competitors, as well as our near-term business plan and longer-term business strategy, which
were the basis for establishing performance goals.

e The relationship between performance goals and amount of award earned was set forth in a matrix
which specified the target award opportunity for performance criteria.

e The actual performance achieved was compared to the goals established for the year, and the award
earned was determined for each participant. For participants of the Executive Performance Incentive
Plan, the Executive Compensation and Stock Incentive Committee certified the achievement of
performance goals in writing, as is required. :

e No discretion was applied to award payouts for 2007 performance under either plan.

Awards under the Executive Performance Incentive Plan and Home Office Incentive Plan were given in 2007 19
provide a cash bonus opportunity that was a percentage of each Named Executive Officer’s base salary as follows: ..

Award Opportunity as a Percentage of Salary*

Executive Officer Annual [ncentive Plan Participation ' Threshold Target Quistanding

Aubrey B. Patterson Executive Performance Incentive Plan 3% 100% 200% T]
L. Nash Allen, Jr. Home Office Incentive Plan 15% 45% 90%
James V. Kelley Executive Performance Incentive Plan 25% 5% 150% )
W: Gregg Cowsert Home Office Incentive Plan 17% 50% 100% .
Larry D. Bateman Home Office Incentive Plan 1 7% 50% 100% &
Michael L. Sappington Home Office Incentive Plan 17% 50% 100%

* . Straight-line interpolation used to determine award opportunities for performance between goal levels.

Awards were targeted to each executive’s role and scope of responsibility in the organization. For some
individuals, performance goals were based entirely on overall company petformance. For others, a portion of
performance was also measured by goals that were tied to the area of the individual’s responsibility. For our Named

Executive Officers, 2007 performance measures were blended as follows:

Performance Criteria

System-wide Community Bank ,

Executive Officer Overall BancorpSouth Performance Performance Net ChargeofTs
Aubrey B. Patterson 100% 0% % ]
L. Nash Alten, Jr. o 100% 0% 0% )
James V. Kelley 100% 0% 0% 3
W. Gregg Cowsert 75% 0% 25% L
Larry . Bateman 100% 0% 0% i
Michael L. Sappington 75% 25% 0%

For 2007, the Executive Compensation and Stock Incentive Committee established the performance goals set
forth below for the Named Exccutive Officers with respect to the performance criteria. The targeted amounts for

each performance criteria were incorporated into our fiscal budget.
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Performance Goal Threshold Amount Target Amount Maximum Amount
Grgwth in Average Deposits $10,371,000,000 $11,523.000,000 $12.675,000,000
Retum on Average Equity 10.82% 12.73% 14.64%

Met Chargeoffs 0.1925% of Loans 0.175% of Loans 0.1575% of L.oans

With respect to system-wide community bank performance, the performance goal was based on the community
bank financial budget for net income, loan growth, deposit growth and non-interest income. The portion of the target
bonus that was based on this performance criterion was to be earned if 100% of the budgeted amount was achieved
for each of these items. The maximum bonus was to be earned if 105% of budget was achieved. The threshold
requirement was 95% of budget.

Based on our actual performance in 2007, the cash incentive bonus payment represented 90% of the respective
target awards, The threshold amount of each respective award was equal 1o 33% of the target award and the
maximum amount of each respective award was equal to 200% of the target award, as reflected in the table under
the section entitled “EXECUTIVE COMPENSATION — Grants of Plan Based Awards for 2007.” The Executive
Compensation and Stock Incentive Committee set similar performance targets for 2008.

Long-Term Incentive Compensation. Long-term incentive compensation is another important part of our
executive compensation program and provides equity-based awards to ensure optimal alignment with our
sharcholders’ interests. Under the relevant plans that have been approved by our shareholders in recent years — the
1994 Stock Incentive Plan and the Executive Performance Incentive Plan — we have the ability to make grants of
non-qualified stock options, incentive stock options, performance shares, restricted stock and restricted stock units,
We believe that long-term incentive compensation should reflect the competitive employment market and the
relative internal responsibilitics of each executive's position. The Executive Compensation and Stock Incentive
Committee considers long-term incentive compensation for executive officers at comparable bank holding
companies within the context of the competitive market data described above under the caption “Compensation
Process.” 1n general, the Executive Compensation and Stock incentive Committee attempts to set the long-term
incentive compensation for Messrs. Patterson and Kelley at a level that is near the 50™ percentile for the comparable

executive ofticers and attempts to set the long-term incentive compensation for our other executives at a competitive
" level that is generally below the 50" percentile.

The Executive Compensation and Stock Incentive Committee has the ability to use different incentive vehicles
for long-term incentive compensation for achieving our compensation objectives. For example, the Executive
Compensatien and Stock Incentive Committee may grant:

»  Stock options to focus on stock price appreciation;

» Restricted stock and Testricted stock units as an incentive for continued service or to emphasize Goth
our overall performance and executive retention; and

¢ Performance shares as an incentive to optimize our overall performance.

Historically, we have used stock option grants to provide performance-based long-term incentive compensation
where the value to the recipient is dependent upon appreciation in our stock price. We have also made limited use of
restricted stock grants to both the Chief Executive Officer and Chief Operating Officer to encourage their continued
service with us while maintaining a streng focus on performance. In 2005 and 2006, we amended our long-term
incentive plans and obtained shareholder approval to enable us to provide awards that include performance criteria
other than increase in market value. In 2006, we began imptementing changes to our long-term incentive
compensation strategy by reducing the role of stock options. Then, in early 2007, we introduced the opportunity to
earn performance shares. Our anticipated pattern of equity grants will be to continue making stock option grants late
in the year (just before the beginning of the new fiscal year) and to grant performance share award opportunities
early in the year (as soon as knowledge of prior year results can be incorporated into the goal-setting process).

Performance shares are equity awards denominated in shares of our common stock. The number of shares earned
is based on the achievement of goals that reflect our overall financial and operating performance as determined by
the Executive Compensation and Steck Incentive Committee. In addition, the value of earned performance shares is
determined by the market value of our common stock. The award cycle is three years in length and is comprised of a
two-year performance period followed by a one-year retention period. The “performance period” is set at two years
to reflect a realistic horizen for goal setting in the current environment of the financial services industry and the
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“retention period” is set at one year to enhance the retentive power of the performance share awards (three years'
overall) and to ensure that the impact of stock price performance reflects a longer-term period. The performance
share element of the long-term incentive plans is configured so that a new three-year award cycle wili ‘begin every
year,

In 2007, equity-based awards were limited to executive officers who were responsible for long-lerm investment,
operating or policy decisions and to executive officers who were instrumental in implementing those decisions. In
determining the total number of performance shares to be granted, the Executive Compensation and Stock Incentive
Committee considered the number of available shares under our 1994 Stock Incentive Plan but had no fixed formula
for determining the total number of shares to be granted. In selecting the award recipients and determining the level
of equity grants made in 2007, the committee utilized a combination of (i) market competitive data, (ii) the present
scope of responsibility of the executive officer, (iii) the degree to which the business units influenced by the
executive officer contributed to our profits, (iii) the degree to which asset quality and other risk decisions were
influenced by the executive officer’s direction, (iv) the number of awards currently held by the executive officer,
and (v) the long-term management potential of the executive officer. No single factor was weighed more heavily
than any other factor in determining the amount of equity grants. Equity-based awards for 2007 were as follows:

e 60% of the long-term incentive award opportunity was granted as performance shares with an award
cycle that encompasses 2007, 2008 and 2009 with the following performance and retention periods:

—  The “performance period” for this award cycle is 2007-2008, with performance measured versus
goals set in terms of our cumulative earnings per share and two-year average of deposits and other
funding sources; and

. P

—  The “retention period” for this award cycle is 2009, with performance shares earned over the
2007-2008 “performance period” being paid out in early 2010 only to participants who continued
their service through the end of the “retention period.”

¢ The remaining 40% of the long-term incentive award opportunity was granted as stock options with the
following terms:

—  Stock options were granted that vest ratably on the basis of continued employment over the three-
year period following the date of grant;

~  Stock options were granted at the closing price of our common stock on the date of grant; and
—  The maximum term of the stock option grant was seven years.

Executive Benefits. We provide our executive officers with executive benefits in amounts that we believe are
reasonable, competitive and consistent with our management compensation program. We believe that such benefits
help us to attract and retain executive officers of the caliber we believe necessary to remain competitive. We offer
group life insurance, disability insurance, medical, dental and vision insurance to all our employees. We also
maintain a Retirement Plan, which is discussed in detail under the section entitled “EXECUTIVE
COMPENSATION — Pension Benefits for 2007 — Retirement Plan.” In addition, we maintain bank-owned life
insurance that can be used for funding supplemental benefits to certain executive officers.

Perquisites. We provide our executive officers with perquisites in amounts that we believe help us attract and
retain highly-qualified leaders. For certain executives, including the Named Executive Officers, we provide a
company automobile and pay for country club dues and the cost of an annual physical examination.

In addition, we own and operate corporate aircraft to facilitate the business travel of our executive officers
consistent with the best use of their time. Although the Named Executive Officers are not generally entitled to use
aircraft for personal travel, Messrs. Patterson and Kelley are permitted to use aircraft for personal travel.

3

Internal Revenue Code Section 162(m)

Section 162(m) of the Internal Revenue Code generally limits the corporate tax deduction for compensation in
excess of $1 million that is paid to our Named Executive Officers. Qualifying performance-based compensation,
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however, is fully deductible without regard to the general Section 162(m) limits if certain requirements are met.
Section 162(m) also permits full deductibility for certain pension contributions and other payments. The Executive
Compensanan and Stock Incentive Committee has carefully considered the impact of Section 162(m}) and its limits
on deductibility, and intends that certain of our compensation plans qualify for an exception to the limitations of
Section 162(tn) so that we may fully deduct compensation paid under these plans. The Executive Performance
Incentive Plan is considered “performance based” for this purpose, as are certain awards under the 1994 Stock
Incentive Plan. '

We have certain other executive compensation arrangements that may cause a portion of that compensation to
exceed the Section 162{m) limitation and, thercfore, may prevent us from deducting that excess portion. In adopting
these executive compensation arrangements, the Executive Compensation and Stock Incentive Committee
determined that the benefits of these arrangements to us and our shareholders outweighed the inability to deduct a
portion of the compensation for federal income tax purposes.

Employment Contracts and Change in Control Arrangements
We have no written employment agreements with any of the Named Executive Officers.

We have entered into a Change in Control Agreement with each of the Named Executive Officers that provides
certain benefits in the event that we experience a change in control and we terminate the executive’s employment
“without cause” (i.¢., conviction of certain crimes, commission of certain acts of dishonesty or intentional neglect of
or material inattention to duties) or the executive resigns “for cause” (i.e., a material adverse alteration in the
executive’s position, a reduction in compensation or a material breach by us of our employment policies) within 24
months after the change in control. In general, the amount of benefits payable under the agreements is 300% of the
amount of annual base compensation and the highest annual bonus that the executive would otherwise be entitled to
receive in the year that the change in control occurs with respect to Messrs. Patterson and Kelley, 200% of such
annual base compensation and annual bonus with respect to Messrs. Cowsert and Bateman, and 100% of such
annual base compensation and annual bonus with respect 1o Mr. Allen, In addition, prior to Mr. Sappington’s
retirement as of December 21, 2007, the amount of benefits payable under his agreement was 200% of his annual
base compensation and annual bonus. The agreements include a “double trigger” (i.e., requiring both a change in
control and termination of the executive’s employment for the executive to receive payment) so that the Named
Executive Officers will only receive additional benefits if a change in control also has an adverse impact on them
and also protects a surviving entity if it desires to maintain the services of an executive. For more information about
the Change in Control Agreements with the Named Executive Officers, see the section entitied “EXECUTIVE
COMPENSATION - Potential Payments Upon Termination or Change-in-Control.”

All equity incentives granted under our stock incentive plans, including those granted to the Named Executive
Officers, become vested and/or exercisable immediately if we underge a change in control. Under the Executive
Performance Incentive Plan, if we experience a change in contrel, all participants will receive the maximum amount
payable under the incentive bonus. This bonus will be pald as soon as practicable followmg the change in control.

Retircment Benefits

We maintain certain compensatory arrangements as part of our retirement program that are intended to provide
payments to the Named Executive Officers upon their resignation or retirement. These include the 401(k) Pian, a
traditional defined benefit retirement plan referred to as our Retirement Plan, a traditional supplemental defined
benetit plan referred to as our Restoration PIan a supplemental defined benefit plan referred to as our Supplemental
Executive Retirement Plan, and a contributory deferred compensanon arrangement referred to as our Deferred
Compensation Plan. The purpose of this retirement program is to provide competitive retirement benefits that enable
us to attract and retain talented leaders who will exert considerable influence on our direction and success.

All Named Executive Officers are eligible to participate in the 401(k) Plan, pursuant to which each cou]d
contribute up to a maximum of $20,500 for 2007 ($15,500 limit for all employees plus $5,000 maximum “catch-up”
for employees over the age of 50). We provide a matching contribution for the first five percent of base salary
contributed in the plan, up to a maximum of $11,250 per year,
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We maintain the Retirement Plan, a tax-qualified, non-contributory, defined benefit retirement plan, for certain
of our employees and those of our subsidiaries who have reached the age of 21 and have completed one year of
service. Benefits under the Retirement Plan are based primarily on final average compensation and length of service.
For 2007, the maximum annual benefit allowable under the Internal Revenue Code with respect to the Retirement
Plan was $180,000 and the maximum amount of allowable annual compensation considered was $225,000.

We also have adopted the Restoration Plan, a non-qualified, non-contributory, unfunded defined benefit pension
plan for certain officers and executives. Benefits under the Restoration Plan are based primarily on length of service
and final average compensation but only to the extent that compensation and annual benefit accruals exceed the
limits under the Internal Revenue Code and, therefore, are not included in the Retirement Plan.

We also maintain the Supplemental Executive Retirement Plan, a non-qualified, non-contributory, unfunded
defined benefit pension arrangement, for selected key employees in the form of a deferred compensation agreement.
Benefits under the Supplemental Executive Retirement Plan are based primarily on average final compensation. This
arrangement supplements the benefits under the Retirement Plan and the Restoration Plan.

We also maintain the Deferred Compensation Plan to allow certain members of senior management to defer a
portion of their cash compensation. Amounts that are deferred are credited with a market interest rate and are paid
out upen retirement or termination of employment. .

In 2005, we reevaluated our retirement program and made changes to the Retirement Plan, the Restoration Plin
and the 401(k) Plan for all employees hired on or after January 1, 2006. These employees do not receive any benefit
from the Retirement Plan or the Restoration Plan, but will receive an automatic contribution to the 401(k) Plan equal
to 2% of their respective salaries. This additional 2% contribution is not dependent on employee deferrals to the
401(k) Plan. This strategy lowers the volatility of our Retirement Plan costs, shifts ownership and responsibility to
our employees and enables us to direct our compensation towards non-retirement programs that are more
individualized and pay-for-performance.

Each of the Named Executive Officers is eligible for normal or early retirement pursuant to the 401(k) Plan, the
Retirement Plan, the Restoration Plan, the Supplemental Executive Retirement Plan and the Deferred Compensation
Plan. The amounts each Named Executive Officer would have received if he had retired on December 31, 2007 is
provided in the section entitled “EXECUTIVE COMPENSATION — Potential Payments Upon Termination or
Change-in-Control.”

Director Compensation

We established our Deferred Directors’ Fee Unfunded Plan to provide an opportunity for our directors to receive
their annual directorship fees in the form of our common stock. Fifty percent of directorship fees are automatically
paid in the form of our common stock. Under this plan, directors may elect to receive any portion of the remainder
of their directorship fees in the form of our common stock.
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EXECUTIVE COMPENSATION

Summary Compensation Table for 2006 and 2007

The following table sets forth certain information conceming compensation paid or accrued by us and our
subsidiaries for the last year with respect to our “Named Executive Officers” — the Chief Executive Officer, the
Chief Financial Officer, our three other most'highly compensated executive officers who were serving as executive
officers at December 31, 2007 and whose total compensation for 2007 exceeded $100,000, and one additional
executive officer who would have been considered one of the three most highly compensation executive officers but
for the fact that he had retired prior to December 31, 2007:

President

Change in
Pension Value
and Nongualified
Non-Equity Deferred
Name and Principal Stock Option [ncentive Plan Compensation All Other
Position Year'”  Salary”®  Bonus Awards  Awards®™  Compensation' Earnings'® Compensation'™ Total
Aubrey B. Patterson 2007 $717,586 L Foe $162,281 $645,827 $832,485 T §27420 $2.,385,599
Chairman and Chief 2006 686,685 —_ - 22,790 824,022 863,946 36,203 2,433,646
Executive Officer 7 .
L. Nash Allen, JIr. 2007 216,827 — — 10,181 87,815 139,133 22,782 476,738
Treasurer and Chief 2006 209,495 — — 1,478 113,128 154,674 22,596 501,37
Financial Gfficer .
_ James V. Kelley 2067 473,101 — — 74,819 319,343 107,588 34,247 1,009,098
President and Chief 2006 452,728 —_ —_ 10,164 407,455 118,885 23,368 1,012,600
. Operating Officer o N
W, Gregg Cowsert 2007 305,638 — — 11,883 179,563 117,232 17,058 631,374
Executive Vice 2006 293318 —_ — 1,723 205,323 165,570 15,553 681,487
President
Lamry D, Bateman 2007 283,959 — — 10,i81 127,782 124,150 21,009 567,081
Executive Vice
President
Michael L. Sappington™ 2007 350,333 — — 7.408 164,220 176,779 19,699 718,439
Executive Vice 2006 336,859 — — 1,478 213,568 160,172 20,298 732,375

{1} In accordance with SEC transition rules, this table reflects compensation for the two most recently completed fiscal years for individuals
who were Named Executive Officers during both of such years, and for the most recently completed fiscal year for individuals who were
only Named Executive Officers during such year, lnformation for yeacs prior to 2006 presented under previous SEC rules is available wn our
previous filings, which can be obtained from the SEC’s website at www.sec.gov.

(2) The amounts shown for 2007 include the foilowing amount’of deferred compensation in accordance with the Deferred Compensation Plan:

Deferred
Name Compensation

Aubrey B. Patterson $16,500
L. Nash Allen, Jr. 10,000
James V, Kelley _—
W. Gregg Cowsert —
Larry D, Bateman —
Michael L. Sappington 50,000

(3) The amounis shown reflect the accrued value for option awards granted under the 1994 Stock Incentive Plan that vested during the indicated
years or were unvested as of December 31 of the indicated years, in accordance with FAS 123R. The assumptions used in calculating the
accrued values for 2007 are set forth in Note 15 to our financial statements included in our Annuat Report on Form 10-K for the year ended
December 31, 2007.

(4) The amounts shown reflect cash awards eamed during the indicated years under the Executive Performance Incentive Plan for Messts.
Patterson and Kelley and cash awards earned during the indicated years under the Home Office Incentive Plan for Messrs, Allen, Cowsert,

Baternan and Sappington.

(5) The key assumptions used Lo determine the pension values are described below in the section entitled “EXECUTIVE COMPENSATION —
Pension Benefits for 2007 ~ Assumptions Used to Caleulate Pension Values™ Because the interest rate (4.39%) on deferred compensation
does not exceed 120% of the applicable federal long-1erm rate, no earnings on nonqualified deferred compensation are included.
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{6) Details of the amounts reported as All Other Compensation for 2007 are as foltows:

Company -Corporate

401(k) Airplane Company Country Club Physical
Name * Contribution Use® Automobile Dues Exam

Aubrey B. Patterson $11,250 3§ — $6,714 $7,182 $2,274
L. Nash Allen, Jr. 11,250 - 7.301 3,531 700
James V. Kelley 11,250 6,305 9,012 6,680 1,000
W. Gregg Cowsert 11.250 — 1,777 3,531 500
Lamry D. Baternan 11,250 —_ 5,728 3,531 500
Michael L. Sappingion 11,250 — 6,303 1,646 500

*  We report use of corporate aircraft by the Named Executive Officers as a perquisite or other personal benefit only if it is not
“integrally and directly related” 1o the performance of the executive’s duties. While we maintain aircraft, the Named Executive
Officers are not generally entitled to use aircrafi for personal travel, except for Messrs. Patterson and Kelley, who are permitted to use
aircraft for personal travel. SEC rules require us to report any such use as compensation in an amount equal 10 our aggregate
incremental cost. The amounts reported relate to one flight involving Mr. Ketley that was not integrally and directly related to Mr.
Kelley’s duties. We estimate our aggregate incremental cost to be equal 10 the average operating cost per hour for the year (which
includes items such as fuel, maintenance, landing fees, additional crew expenses and other expenses incurred based on the number of
hours flown per vear) multiplied by the number of hours for each flight.

(7) Mr. Sappinglon retired effective as of December 21, 2007,

The Executive Compensation and Stock Incentive Committee allocates compensation to individuals both as to
specific components (for example, base salary and incentive compensation) and as a whole. While considering each
component of compensation, the Executive Compensation and Stock Incentive Committee is relatively more
focused on the individual components that make up an individual officer’s total compensation rather than the total
compensation itself. '

Change in Pension Value and Nonqualified Deferred Compensation Earnings. The change in each executive’s
pension value in the Summary Compensation Table is the change in our obligation to provide pension benefits (at a
future retirement date) from the beginning of the fiscal year to the end of the fiscal year. The obligation is the value
of a benefit as of December 31, 2007 that will be paid at the officer’s normal retirement date {age 65), based on the
benefit formula and the executive’s current pay and service. In the case of Mr. Patterson, the Summary
Compensation Table shows the value of his postpened retirement benefit because he is presently older than hls
normal retirement age.

Change in pension values may be a result of various sources such as:

e Service accruals: As the executive earns an additional year of service, the present value of the liability
increases because the officer has earned one year more service than he had at the prior measurement
date.

e Compensation increases/decreases since prior year: As the executive’s compensation increases, the
present value of the liability increases because the officer’s final average monthly compensation has
increased since the prior measurement date. If the executive’s compensation decreases, however, the
final average monthly compensation will not decrease in connection with the Retirement Plan or
Restoration Plan because the definition of final average monthly compensation in those plans is based
on the highest average of all years of earnings, and there would be no change to the present value of
the liability. The only plan that is affected if there is a decrease in compensation is the Supplemental
Executive Retirement Plan, because the final average monthly compensation in the Supplemental
Executive Retirement Plan is based on the fast 36 months of compensation, which would cause the
present value of the liability to decrease.

»  Aging: The change in pension amounts shown in the Summary Compensation Table attributable to the
retirement plans are present values of retirement benefits that will be paid in the future. As the
executive approaches retirement, the present value of the liability increases because the executive 1s
one year closer to retirement than he was at the prior measurement date.

s Changes in assumptions since prior year: The change in benefit shown in the Summary Compensation
Table is the present value of the increase in pension benefits during the applicable year. In order to

27




calculate the value today of benefits that will be paid in the future, a discount rate and mortality table is
used. The discount rate used to caiculate the present value of benefits increased since the prior year,
which caused a decrease in the present value of the benefit as of December 31, 2007, The mortality
table used to calculate the present value of benefits remained the same since the prior year, which
caused no change to the present value of the benefit as of December 31, 2007.

The pension benefits and assumptions used to calculate these values are described in more detail in the section
below entitled “EXECUTIVE COMPENSATION - Pension Benefits for 2007.”

Grants of Plan-Based Awards for 2007

The following table sets forth certain information regarding plan-based awards granted to the Named Executive

Officers during 2007:
All
Other

Stock All Other Grani
Awards: Option Date Fair
Number Awards: Exercise  Value of

Estimated Future Payouts Under Non-  Estimated Future Payouts Under of Number of  or Base Stock

Equity Incentive Plan Awards'" Equity Incentive Plan Awards'” ~ Shares  Securities  Price of and

Grant of Stock  Underlying  Option Option
Name Date Threshold Target Maximum  Threshold  Target Maximum  or Units Options Awards  Awards®

Aubrey B. Patterson 11701707 $236,803  $717,586  $1,435,172 - — —_— — 93,200 $2297  3461,526
. 01723107 — - — 10850 21,700 43,400 — — — 542,500

L. Nash Allen, Ir. 1LeL07 32,199 97.5712 195,144 —_ — — —_ 4,800 2197 23,770
) 01/23/07 — - — 720 1440 2,880 — — — 36,000

Jjames V. Kelley 11/0H/07 117,093 354,826 709,652 — — — — 50,500 2297 230,076
. 01/23/07 _— - - 5,350 10,700 21,400 — — — 267,500

W. Gregg Cowsert 11/01/07 50,430 152,819 305,638 —_ —_ — — 5,600 22.97 27,731
] o137 - — — B840 1,680 3,360 — — — 42000

Larry D. Baternan H/01/07 46,853 141,980 283,960 — e — — 4,800 2297 23,770
01/23/07 — - 720 1,440 2,880 — — - 36,000

Michael L. Sappington  11/01/07 57.805 175,167 350,334 - — — — - — _

(1) The estimated payouts shown reflect cash bonus awards granted under the Executive Performance Incentive Plan for Messrs, Patterson and
Kelley and cash bonus awards granted under the Home Office Incentive Plan for Messrs. Allen, Cowsert, Bateman and Sappington, where
receipt is contingent upon the achievement of certain performance goals. The threshold amount is equal to 33% of the target amount and the
maximum amount is equal lo 200% of the target amount. For more information about the awards, see the section above entitled
“COMPENSATION DISCUSSION AND ANALYSIS — Components of Compensation — Annual Incentive Compensation,”

(2) . Reflects shares granted under our 1994 Stock Incentive Plan that will be awarded on January 1, 2010 upon the achievement of certain
performance goals. The threshold amount is equal to 50% of the target amount and the maximum amount is equal to 200% of the target
amount. For more information about the awards, see the section above entitled “COMPENSATION DISCUSSION AND ANALYSIS —
Components of Compensation — Long-Term Incentive Compensation.”

(3) Reflects the aggregate FAS 123R value of all awards made in 2007,
Outstanding Equity Awards at 2007 Fiscal Year-End

The following table pravides certain information with respect to the Named Executive Officers regarding
outstanding equity awards as of December 31, 2007 that represent potential amounts that may be realized in the
future:
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Option Awards Stock Awards

Equity
. Incentive
Plan
Equity Awards:
Incentive Market or
Equity Plan Payout
Incentive Awards: Value of
Plan Awards: Number Market Number of Uneamed
Number of of Shares Value of - Unearned Shares,
Securities or Units Shares or Shares, Units or
Number of Securities Underlying of Stock  Units of Unitsor  Other Rights
Underlying Unexercised Unexercised Option Opiion That Stock Held  Other Rights  That Have
Options " Uneamed Exercise  Expiration  Have Not  that Have That Have Not
Name (Exércisable)  (Unexercisable) Options Price Date Vested  Not Vested  Not Vested Vested'™?
" Aubrey B. Paiterson 56,000 - — $16.88 10/3172008 — — —_ 5 —
60,000 —_ — 17.31 10/31/2009 — — — !‘. —
75,000 —_ — 13.06 10/3172010 — — — I —
75,000 —— — 15.50 10/31/2011 e — e [
75,000 —_ —_ 19.18 10/31/2012 — e — i; —_
75,000 —_ _— 23.51 10/31/2013 — _— —_ P —
75,000 — — 24.03 10/31/2014 —_— - — 1 -
80,000 —_ — 23.19 1113072015 — — — { —
24,666 49,334 —_ 24.78 10/31/2013 — —_ — ' e
— 93,200 — 22.97 10/31/2014 — —_— — | —
i ) — — — —_ — — —_ 21,7008 312,337
L.. Nash Allen, Jr. 10,000 —_ —_ 19.88 10/31/2008 — — — _—
10,000 — —_ 17.31 10/31/2009 — — — —_
12,000 — — 13.06 10/3172010 - — —_ . —
12,000 — — 15.50 10/3172011 — - — —_
12,060 — — 19.18 10/31/2012 — —_ — -_
12,000 — —_ 23.5 10/3172013 — — — -_—
11,000 — — 24.03 10/31/2014 — —_ — 4 —
12,000 — — 23.19 11/30/2015 — —_ — \ -
1,600 3,200% — 24.78 1073172013 — _ — —
— 4,800% — 22.97 10/31/2014 —_ —_ — —
— — - — - = - 1,440 33,998
James V. Kelley 30,000 — — 13.06 1043172010 - —_ — ” —_
30,000 — — 15.50 10/3172011 — — — | —
30,000 —_ — 19.18 1043172012 — — -— I —
32,000 — — 23.54 10/31/2013 — —_ —_ [l _
32,000 — — 2403 10/31/2014 — — — P -
35,000 — — 2319 11/30/2015 — —_ —_— l _—
11,000 22,000% — 24.78 10/3172013 — — — i[ e
— 50,5004 — 297 10312004 — —_ — L -
: — - - — T — = = 1070® 52627
W. Gregg Cowsert 10,000 —_ — 19.88 10/31/2008 — _— —_ —_
14,000 — — 17.31 1073172009 — — — o=
15,000 — — 1550 10/31/20i1 — — — =
12,000 — = 19.18 10/35/2012 — — — —
13,000 _ _— 23.51 104312013 — -_ — —_
14,000 - — 2403 1073172014 - — — —
14,000 —_ — 23.19 11/30/2015 - — —_ — —
1,866 3,7349 — 24.78 10/3172013 —_ — —_ —_
— 5,600% — 22.97 1073172014 — — — -
_ — — — — — — — 1,680% | 39,6654
Larry . Bateman 8,000 — — 1988  10/3172008 = - — -
3,000 — — 13.06 10/31/2010 — —_ — ‘| —
8,000 — — 15.50 10312000 — — — r—
7,000 — — i9.18 10/31/2012 —_ —_ —_ 4 —
10,000 — — 23.51 1043172013 — —_ — f’ —_
10,000 —_ — 24.03 1043172014 —_ —_ —_ j b
12,000 — — 23.19 11/30/2015 —_ - e }F -_
1,600 3,200 — 24.78 10/31/2013 — — — | —_
—_— 4,800 — 2297 101312014 — — —_ ! —
— — — — - = — 1400 | 33,998

Michael L. Sappington'®! — — — — — - — _ —

(1) The amounts shown reflect option awards granted under the 1994 Stock Incentive Plan. ' 1
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(2) Based upon the closing sale price of our common stock of $23.61 per share, as reported on the New York Stock Exchange on December 31,
2007.

(3) One-half of these options becomes exercisable on each of November 1, 2008 and November 1, 2009.
(4) Ome-third of these options becomes exercisable on each of November [, 2008, November 1, 2009 and November 1, 2010.

(53 Reflects the target award under a grant of performance shares made on January 23, 2007 under our 1994 Stock Incentive Plan that will be
awarded on January 1, 2010 upon the achievement of certain performance geals. The maximum amount is equal 1o 200% of the target
amount and the threshold amount is equal to 50% of the target amount. .

{6) Mr. Sappington’s unexercised options expired upon his retirement effective December 21, 2007,
Option Exercises and Stock Vested for 2007

The following table shows the amounts received by the Named Executive Officers upon the exercise of options
or the vesting of restricted stock during 2007: '

Option Awards Stock Awards
Number of Shares Value Realized Upon Number of Shares Value Realized on
Name Acquired on Exercise Exercise Acquired on Vesting Vesting
Aubrey B. Patterson 56,618 $169,288 14,000 $337,400
L. Nash Allen, Jr. 10,000 24,000 ' — —
James V. Kelley 22,500 155,250 — . —
W. Gregg Cowsert 25,000 208,563 — —
_ Larry D. Bateman _ 8000 23,005 — o
Michael L. Sappington ’ 38,600 68,842 — —

(1) Pursuant to the terms of our Stock Bonus Agreement with Mr. Patterson, dated January 20, 1998, as amended, 14,000 shares of our
common stock were released from eserow on April 1, 2007 because we achieved the performance criteria (either a 0.9% retumn on average
assets or a 12.825% return on average equity) for 2007.

Pension Benefits for 2007

The following table provides information regarding the present value of the accumulated benefit to each of our
Named Executive Officers based on the number of vears of credited service under our defined benefit retirement
programs as of December 31, 2007:

Number of
Years Present Value of Payments
. Credited Accumulated During Last
Name Plan Name Service Benefit Fiscal Year

Aubrey B, Patterson Retirement Plan 35 $ 834,313 $—
Restoration Plan® 35 5,280,896 —_

Supplemental Executive Retirement Plan N/A 1,468,815 -

L. Mash Allen, Jr. Retirement Plan ' 39 782,611 —
Restoration Plan 39 347379 —

Supplemental Executive Retirement Plan N/A 302,485 ) —

James V. Kelfey Retirement Plan 7 448,252 —
Restoration Plan T 346,281 —

Supplemental Executive Retirement Plan N/A 569,397 —

W. Gregg Cowsert Retirement Plan ) i8 344,778 —
Restoration Plan 18 433,970 —

i Supplemental Executive Retirement Plan N/A 401,054 —

Larry D. Bateman Retirement Plan 2 365,029 —
Restoration Plan 22 301,390 oo

Supplemental Executive Retirement Plan N/A 303,784 ) —

Michael L. Sappington Retirement Plan 30 463,195 —
Restoration Plan 30 746,927 —

Supplemental Executive Retirement Plan N/A 382,3%0 —

(1} At December 31, 2007, Mr. Kelley had 16 years of credited service and an e¢arned and accrued annual retirement benefit of $43,118 payable
as a ten-year certatn single life annuity under the First United Bancshares, Inc. defined benefit pension plan, which was frozen in connection
with our merger with First United Bancshares, Inc. on August 31, 2000 and is maintained by us.

Retirement Plan. We maintain a tax-qualified, non-contributory, defined benefit retirement plan for our
employees and those of our subsidiaries who have.reached the age of 21, have completed one year of service and
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were hired prior to January I, 2006. Employees hired on or after January |, 2006 are eligibte to participate in the
401(k) Plan but not the Retirement Plan. The key provisions of the Retirement Plan are as follows: '

Monthly Benefit. Participants with a vested benefit will be eligible to receive retirement benefits,
calculated using the following formula, each month for the rest of their lives beginning on their normal
retirement date (i.e., the date they reach age 65):

— 0.65% of final average monthly compensation times years of service up to 35 years; plus

— 0.65% of final average monthly compensation in excess of covered compensation (a 35-year
average of the taxable wage base) times years of service up to 35 years.

Additional provisions may apply for participants who worked for a company that was acquired by us.
Benefits are limited 1o the annual benefit limit set forth in Internal Revenue Code Section 415, which
was $180,000 per vear in 2007,

Final Average Monthly Compensation. The final average monthly compensation is the average of the
highest five consecutive years of earnings, as reported on Form W-2, plus deferrals under the 401(k)
Plan, This amount is limited to the annual compensation limit set forth in Intermal Revenue Code
Section 401{a){17), which was $225,000 per year in 2007

Integration with Social Security (Covered Compensation). As permitted by the Intemal Revenue Code,
the Retirement Plan formula provides higher benefit accruals for participants earning in excess of
covered compensation (a 35-year average of the taxable wage base) so that their total retirement
income (including Social Security benefits) as a percentage of compensatton will be comparable to
other employees.

Vesting. Participants become vested after reaching five years of service.

Early Retirement Benefits. Participants may elect to retire prior to their normal retirement date. If they
are at least age 55 and have at least ten years of service, then they may receive benefits early. In such
cases, the monthly benefit will be calculated using the benefit formula described above, reduced 6.67%
times the number of years (up to five) that the participant elects to retire prior to the normal retirement
date, and 3.33% times the number of years (up to five} that the participant elects to retire prior to age
60.

Death Benefits. The participant’s spouse will receive a monthly retirement income payable for life
which is the greater of (1) an amount equal to 50% of the'amount the participant would have received
if he had survived and elected the qualified joint and 50% contingent option payable at the earliest date
allowed under the plan or (2) an amount that can be provided by the present value of the participant’s,
accrued benefit as of the participant’s date of death.

Disability Benefits. 1f the participant remains totally and permanently disabled prior to normal
retirement date, the participant will receive an amount equal to the accrued benefit the participant
would have earned if he had continued in employment until his normal retirement date. The benefit is
payable at normal retirement date.

Special Note on Lump Sum Payments. The Retirement Plan has limited the lump sum value of benefits
accrued after December 31, 2003 to $20,000. If the lump sum value of the portion of the participant’s
benefit that has accrued since December 31, 2003 exceeds $20,000, the participant will not be eligible
to Teceive a single lump sum payment equal to the value of all of his retirement benefits. Instead, the
participant will be eligible to receive a single lump sum payment equal to the value of all of his
retirement benefits that accrued up to December 31, 2003. Then, the portion of the participant’s benefit
that has accrued since December 31, 2003 will be available as a residual annuity payment in addition
to the lump sum payment option.

31




Restoration Plan. The purpose of this non-qualified, non-contributory, unfunded defined benefit pension plan is
to restore the benefits that were limited by the IRS maximums for the Retirement Plan. As a result, the executives
and officers who participate in this plan will have a similar total retirement income as a percentage of total
compensation as our other employees.

In general, the provisions for the Restoration Plan are identical to thé provisions of the Retirement Plan, except
the benefits are calculated without regards to the limits set by the Internal Revenue Code in connection with
compensation and benefits. In addition, commissions are not included in the benefit definition. The net benefit
payable under the plan is the difference between this gross benefit and the benefit payable by the Retirement Plan.

Supplemental Executive Retirement Plan. We sponsor a non-qualified, non-contributory, unfunded defined
benefit pension arrangement for selected key employees. The key provisions of the Supplemental Executive
Retirement Plan are as follows:

e Monthly Benefit. Eligible participants will receive 13% of final average monthly compensation,
payable on the date of the participant’s retirement after age 65. The benefit will be payable in equal
consecutive monthly installments for a period of ten years.

e Final Average Monthly Compensation. The final average monthly compensation is the monthly
average of the 36-month period of eamings, as reported on Form W-2, plus deferrals under the 401(k)
Plan, immediately preceding and terminating coincidentally with the participant’s retirement date.

s Lligibility. Participants who terminate employment prior to retirement eligibility (age 55) will not be
eligible for a benefit from the defined benefit pension arrangement.

s Early Retirement Benefits. Participants may elect to retire and commence payments as early as age 55.
The monthly benefit will be reduced 5% for cach year that the participant elects to retire prior to age
65.

s Death and Disability Benefits. If a participant dies or becomes totally and permanently disabled prior
to retirement, his designated beneficiary will receive 7.5% of final average monthly compensation at
the date of death or permanent disablement. The beneﬁt will be payable in equal consecutive monthly
installments for a period of ten years.

Assumptions Used to Calculate Pension Values. Because the pension amounts shown in the Summary
Compensation Table and the Pension Benefits Table are projections of future retirement benefits, numerous
assumptions must be applied. [n general, the assumptions should be the same as those used to calculate the pension
liabilities in accordance with Statement of Financial Account Standards (SFAS) No. 87, Employers® Accounting for
Pensions, on the measurement date, although the rules of the SEC specify certain exceptions (as noted in the table
below).

The changes in the pension values shown in the Summary Compensation Table are determined as the change in
the values during the fiscal year (including the impact of changing assumptions from the prior fiscal year). The
accumulated pension values shown in the Pension Benefits Table are based on the assumptions applied as of
December 31, 2007.

The key assumptions used to determine the pension values are summarized below.
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Assumption Basis for Assumption . December 31,2006 December 31, 2007
Discount rate Under SEC rules, discount rate used to measure pension liabilities ’ 5.75% 6.33% i;
’ under SFAS No, 87 .
Rate of future salary Under SEC rules, no salary projection 0% 0%
_increases

Form of payment

Retirement Plan: normal form of payment®™ = 77 T 7

‘Life annuity

Life anatity [

Restoration Plan; normal form of payment™ Life annuity Life annuity 4
Supplemental Executive Retirement Plan: normal form of payment 10 year certain 10 year certain
: . . B o S . annuity .. ennuity
Date of retirement For Summary Compensation Table and Pension Benefits Table, use Age 65 Age 659
normal retirement age pursuant to SEC rules .
For Potential Payments Upon Termination or Changé-in-Control Immediate’™ Immediate®™ !
Tables "o
Lump sum interest rate ~ For Summary Compensation Table and Pension Bencfits Table, use 5.00% 5.50% l]
same assumption to measure pension liabilities under SFAS No. &7 ;
For Potential Payments Upon Termination or Change-in-Control 4.69% - 4.69% ,
Tables, use interest rate defined by the plan for the upcoming plan ‘|
o em ... .. year pursuant to §417(¢) of Infernal Revenue Code, e P |
Post-retirement For Summary Compensatmn Table and Pension Benefits Table, use RP-2000 tTRP-2000
mortality same assumption to meastre pension liabilities under SFAS No. 87 L 1
For Potential Payments Upon Termination or Change-in-Control 1994 GAR (50/50 1994 GAR (50/50
Tables, use Mortality Table pursuant to §417(¢) of Internal Revenue Blend) projected to  Blend) prajected to
Code 2001 2001 .

(1) Information in the Summary Compensation Table and the Pension Benefits Table assumes the normal form of paym‘em is a fife annuity. For
" these tables, it is assumed that 5% of participants elect the normal form for benefits accrued prior to January 1, 2004 and 95% elect a fump-
sum for benefits accrued prior to January 1, 2004. For benefits accrued afler December 31, 2003, it is assumed that participants elect the
normal form for beriefits. Results in the Potential Payments Upon Termination or Change-in-Control Tables show the lump sum value of the
participant’s accrued benefit as of December 31, 2003 plus an additional life annuity. For more mfon-nauon, see the subsection above
entitled “Retirement Plan - Special Note on Lump Sum Paymems

(2) Mr. Patterson is presently older than his normal retirement age. His retirement benefit is instead calculated as of December 31, 2007.

(3) For the Retirement Plan'and the Restoration Plan, participants may retire immediately under the éarly retirement provisions of each plan if
they have reached age 55 and earned at least ten years of vesting service. Participafits who retire prior to age 65 and do not meet early
retirement eligibility requirements may elect an immediate annuity that is actuarially equivalent to their accrued benefit. For the
Supplemental Executive Retirement Plan, participants may _retire immediately under the early retirement provisions of the plan if they have
reached age 55. Panicipants who terminate empluyment prior to retirement eligibility will not be eligible for a benefit under the
Supplemental Executive Retirement Plan.

Nonqualified Deferred Compensation for 2007

The following table shows the activity during 2007 and the aggregate balance held by each of the Named
‘Executive Officers at December 31, 2007 under the Deferred Compensation Plan: ‘

Aggregate

Aggregate Balance
Executive BancorpSouth Aggregate Withdrawals/ at December 31,
Name Contributions Contributions Earnings'” Distributions 2007

" "Aubrey B. Patterson $16,500 ) $— $14,386 5 $326,063 i
L. Nash Allen, Ir. 10,000 - 4,288 —_ 99,813
James V. Kelley - T o e~ T —_k
W. Gregg Cowsen — — — —_ —
Larry D. Bateman ~ = = R — o =
Michael L. Sappmgton 50,000 — 13,057 —_ 313,995

(1) The amounts shown reflect interest earned with respect to deferred compensation during 2007. Because the interest rate on deferred
compensation does not exceed 120% of the applicable federal long-term rate, these amounts are not reflected in the Summary
Compensation Table.

We maintain three separate nonqualified deferred compensation arrangements for our executive officers. These
programs supplement our tax-qualified plans, our Retirement Plan and our Amended and Restated Salary Deferral —
Profit Sharing Employee Stock Ownership Plan, as the Internal Revenue Code limits the amounts that can be
accrued in a qualified plan for highly paid executives. These programs are subject to the rules under Section 409A of
the [nternal Revenue Code and are currently undergoing review and revision for compliance with the final
regulations that were recently issued by the Treasury Department. Modifications to the distribution provisions under
these plans will likely be required for compliance with Section 409A.
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Deferred Compensation Plan. This plan permits eligible employees to elect to defer a portion of their
compensation. We do not make a matching or other contribution under this plan. Amounts deferred are credited with
interest each year at the rate of U.S. Treasury ten-year maturity notes as of the last day of the year. Participant
accounts are always vested and distributions are made upon termination of employment unless the participant elects
at the time of enrollment for a later payment date.

Restoration Plan. This plan provides a supplement to our pension plan for amounts that exceed the statutory
limits on qualified plans under the Internal Revenue Code. This plan applies to compensation earned in excess of the
limitation of Section 401(a)(17) of the Internal Revenue Code (i.e., $225,000 in 2007). It also provides benefits that
would otherwise be reduced by the annual limitation on annuity payments under Section 415 of the [nternal Revenue
Code (i.e., $180,000 in 2007). Benefits are calculated on the average compensation earned by the participant over
the final three years of employment but are forfeited if the participant has not earned five years of vesting service
under our pension plan. Benefits are paid out of our general assets and are not dependent on investment returns or
interest earned. As currently in effect, benefits are paid at the same time as benefits under our pension plan and can
be elected in the form of either a lump sum or an annuity.

Supplemental Executive Retirement Plan. This plan provides a benefit only if the employee remains employed
by us until retirement at age 65, except in the case of death or disability. For employees who are approved for early
retirement after age 55, benefits are reduced by 5% for each year prior to age 65. The benefit is calculated as 15% of
the employee’s average compensation for his or her final three years of employment. This amount is paid annually
in equal monthly installments for a period of ten years following retirement. The benefit is forfeited if the employee
terminates employment prior to retirement for reasons other than death or disability. Benefits are paid out of our
general assets and are not impacted by investment returns or interest earned.

The Executive Compensation and Stock Incentive Committee is aware that compensation increases for executive
officers have the effect of enhancing benefits under the Restoration Plan and the Supplemental Executive Retirement
Plan. These are defined benefit programs that are based on average compensation over three years, Salary and bonus
increases tend to have only a modest compounding impact on total amounts received by executives. Watson Wyatt,
in its capacity as benefits consultant and pension actuary, provides us with relevant information so that the
committee is able to consider the compounding effect of compensation adjustments under these programs.

Potential Payments Upon Termination or Change-in-Control

The following tables show the amounts that each Named Executive Officer would receive assuming that the
Named Executive Officer resigned or retired, his employment was terminated, a change in control occurred or he
died or became disabled effective December 31, 2007:

Mr. Patterson

Involuntary Termination

Executive Benefits and Payments upon Termination Related to Change Death or
Termination Retirement without Cause in Control Disability

‘Base Salary $ — $ — $2,152,758 $ —
‘Non-Equity Incentive Plan Compensation 645,827 — 4305516 645,827

Options (unexercised) — — 59,6485 —

Restricted Stock or Performance Shares

(unvesied)®® — — 512,337 512,337

Insurance Benefits — — ) 37,7317 —
Restoration Plan _ o 3,512,643% 3,512,643® 3.512,643® 3,526,635

" Deferred Compensation”™ 196,308 196,038 196,038 98,019

Accrued Vacation 55,199 55,199 55,199 55,199

Perquisites — _— 13,1961 —

Excise Tax Gross-up — — 2,448,927 —
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Mr. Kelley

Involuntary Termination
Executive Benefits and Payments upon Termination Related to Change Death or
Termination Retirement without Cause in Control Disability
Base Salary $ — s — $1,419,303" $ -
Non-Equity Incentive Plan Compensation 3193439 — 2,128,955% 319,343%
Options (unexercised) — — 32,3209 —
Restricted Stock or Performance Shares
{(unvested)*® — — 252,627 252,627
_ Insurance Benefiis — —_ 37,7317 —_—
Restoration Plan 1358754 135,875 135,875 134,734
Deferred Compensation!® 73,991 73,99 73,991 56,916
Accrued Vacation 36,392 36,392 36,392 36,392
Perquisites — - 14,6697 —_ y
Excise Tax Gross-up — — 1.375,7992 —

(1) The amounts shown reflect a payment of 300% of the executive's annual base compensation in effect at the time of the change in control if
either the executive’s employment would have been terminated without cause or the executive would have terminated his employment with
cause within 24 months following a change in control in eccordance with the executive’s Change in Contro] Agreement.

(2} The amounts shown reflect the cash bonus amount that would have been awarded under the Executive Performance Incentive Plan,
assuming the attainment of the appropriate performance goals during 2007.

{3} The amounts shown reflect a payment of 300% of the highest annua! bonus amount the executive would have been eligible 1o receive
during 2007 if either the executive’s employment would have been terminated without cause or the executive would have terminated his
employment with cause within 24 months following a change in control in accordance with the executive’s Change in Control Agreement.
Pursuant to the Executive Performance [ncentive Plan, participants would have aiso received the maximum incentive bonus payable if we
had experienced a change in control. .

(4) The amounts shown reflect the cash bonus amount that would have been awarded under the Executive Performance Incentive Plan.

(5} The amounts shown reflect the value of the shares of our common stock underlying the unvested options that would have become vested in
accordance with the 1994 Stock Incentive Plan, assuming payment of an exercise price of $22.97 per share for options granted in 2007 and
a market value of $23.61. Options granted in 2006 were assumed to be unexercised because the exercise price of such options exceeded the
market value. The amounts shown would have been payable upon a change in control, irrespective of termination of the executive's
employment.

(6} The amounts shown reflect the market value of the outstanding, unvested performance shares that would have become vested in accordance
with the 1994 Stock [ncentive Plan.

{7) The amounts shown reflect the premiums for medical, disability and life insurance benefits that would have been provided for a 36-month
period in accordance with the executive's Change in Control Agreement,

(8) Mr. Patterson would have received a lump sum payment of $3.512,643 plus a life annuity of $218,465 per year payable as of January 1,
2008.

(9) Upon death, Mr. Patterson’s beneficiary would have received a lump sum payment of $3,526,635 plus a life annuity of $212,836 per year
payable as of January 1, 2008. Upon disability, Mr. Patterson would have received a life annuity of $510,526 per year payable as of Junuary
1, 2008.

(10) The amoums shown reflect an annuity that would have been payable as of January 1, 2008 for ten years pursuant to the Supplemental
Executive Retirement Plan. The amounts would have been payable upon termination of the executive’s employment.

(11} The amounts shown reflect general and executive fringe benefits offered to similarly situated executives including, but not limited to, auto
allowance, financial planning, annual physical examination and civic and country club dues that would have been provided for a 36-month
period in accordance with the executive's Change in Control Agreement. !

(12) The amounts shown reflect a payment of all excise taxes imposed under Section 4999 of the Intemal Revenue Code and any income and
excise taxes that would have been payable as a result of any reimbursements for Section 4999 excise laxes in accordance with the
executive’s Change in Control Agreement. This calculation assumes the maximum federal income tax rate and is based on a five-year
average of earnings reported on Form W-2 for the tax years 2002 through 2006.

{13) Mr. Keitey would have received a lump sum payment of $135,875 plus a life annuity of $21,282 per year payable as of January 1, 2008.

(14) Upon death, Mr. Kelley's beneficiary would have received a lump sum payment of $134,734 plus a life annuity of $21,199 per year payable
as of January 1, 2008, Upon disability, Mr. Kelley would have received a life annuity of $101,171 payable as of September 1, 2014,
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Mr. Cowsert

Inveluntary Termination
Executive Benefits and Payments upon Termination Related to Change Death or
Termination Retirement without Cause in Control Disability
_ Base Salary ] 5 — s - $611,276™ 5 =
Non-Equity Incentive Plan Compensation 179,563 — 611,276 179,563
| Options (unexercised)™ . — — 3,584 o
Restricted Stock or Performance Shares
{(unvested)® — — 39,665 39,665
| Insurance Benefits — —_ 26,6907 —
Restoration Plan 159,781® 159,781 159,781 166,213
| Deferred Compensationt™ 51,317 51,317 51,317 34211
Accrued Vacation 23,511 23,511 23,511 23,511
[ Perquisites i _— — 471200 —
Excise Tax Gross-up —_ — 02 —
Mr. Bateman
[nvoluntary Termination
Executive Benefits and Payments upon Termination Related to Change Death or
Termination Retirement without Cause in Control Disability
ZBaseSalay .3 = s - $567,918" $§ -
Non-Equity Incentive Plan Compensation 127,782 —_ 421,045 127,782
_Options (unexercised)™ e — 3,072 —
Restricted Stock or Performance Shares
. (unvested)™® — — 33998 33,998
_. Insurance Benefits - — 26,0907 —
__Restoration Plan 47,4680 474681 47,4684 46,983 19
_Deferred Compensation™® 38,480 38,480 38,480 29,600
Accrued Vacation 21,843 _ 21,843 21,843 21,843
" Perquisites . T — 866301 —
Excise Tax Gross-up — — i —
Mr. Sappington -
Involuntary Termination
Executive Benefits and Payments upon Termination Related to Change Death or
Termination Retirement''® without Cause!'® in Control*'® Disability!'®
" Base Salary ] [3 — — 5— ~5— ;
_Non-Equity Incentive Plan Compensation 164,220 — — —
. Dptions {unexercised)™ ) - —_— — —
Restricted Stock or Performance Shares
_{unvestedy® — — — -
. Insurance Benefits — — — —
_Restoration Plan 4332087 — — —
_ Deferred Compensation”® _ 49,437 — — —_

_Accrued Vacation
. Perquisites
Excise Tax Gross-up

8}

(2)

(&)

)
(3

{6)

The amounts shown reflect a payment of 200% of the executive’s annual base compensation in effect at the time of the change in control if
either the executive's employment would have been terminated without cause or the executive would have terminated his employment with
cause within 24 months following a change in control in accordance with the executive’s Change in Control Agreernent.

The amounts shown reflect the cash bonus amount that would have been awarded under the Home Office Incentive Plan, assuming the
attainment of the appropriate performance goals during 2007. -

The amounts shown reflect a payment of 200% of the highest annual bonus amount the executive would have been eligible to receive
during 2007 if either the executive's employment would have been terminated without cause or the executive would have terminated his
employment with cause within 24 months following a change in control in accordance with the executive’s Change in Control Agreement.
Pursuant to the Home Office Incentive Plan, participants would have also received the maximum incentive bonus payable if we had
experienced a change in control,

The amounts shown reflect the cash bonus amount that would have been awarded under the Home Office Incentive Plan.

The amounis shown reflect the value of the shares of our common stock underlying the unvested options that would have become vested in
accordance with the 1994 Stock Incentive Plan, assuming payment of an exercise price of $22.97 per share for options granted in 2007 and
a market value of $23.61. Options granted in 2006 were assumed to be unexercised because the exercise price of such options exceeded the
market value. The amounts shown would have been payable upon a change in control, irrespective of termination of the executive's
employment.

The amounts shown reflect the market value of the outstanding, unvested performance shares that would have become vested in accordance
with the 1994 Stock Incentive Plan.
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(7) The amounts shown reflect the premiums for medical, disability and life insurance benefits that would have been provided for a 24-month
period in accordance with the executive’s Change in Control Agreement.

(8) Mr, Cowsert would have received a lump sum payment of $159,781 plus a life annuity of $27,463 per year payable as of January 1, 2008.

{9) Upon death, Mr. Cowsert’s beneficiary would have received a lump sum payment of $166,213 plus a life annuity of $24,499 per yez;r
payable as of January 1, 2008. Upon disability, Mr. Cowsert would have received a life annuity of $66,156 per year payable as of February
i,2012. .

{10y The amounts shown reflect an annuity that would have been payable as of January 1, 2008 for ten years pursuant to the Supplementa
Executive Retirement Plan. The amounts would have been payable upon termination of the executive’s employment. .

{(11) The amounts shown reflect general and executive fringe benefits offered to similarly situated executives including, but not limited to, auto
allowance, financial planning, annual physical examination and civic and country club dues that would have been provided for a 24-month
period in accordance with the executive’s Change in Control Agreement.

(12} Change in control benefits do not include excise 1ax gross-up for any executive officers other than Messrs. Patterson and Kelley, in
accordance with their Change in Control Agreements.

{13) Mr. Bateman's non-equity incentive plan compensation would have been reduced by $146,873 pursuant to the terms of his Change in
Controt Agreement in order to avoid exceeding the Section 280G limits.

{14) Mr. Bateman would have received a lump sum payment of $47,468 plus a life annuity of $23,866 per year payable as of January 1, 2008,

(15} Upon death, Mr, Bateman's beneficiary would have received a lump sum payment of $46,983 plus a life annuity of $23,996 per year
payable as of January 1, 2008. Upon disability, Mr. Batentan would have received a life annuity of $55,241 per year payable as of March 1,
2014. '

"
(16) Because Mr. Sappington retired effective as of December 21, 2007, information is only provided with respect to his retirement.

(t7) Mr. Sappington received a lump sum payment of $433,208 plus a life annuity of $35,636 per year payable as of January 1, 2008,

Mr. Allen ,
Involuntary Termination
Executive Benefits and Payments upon : Termination Related 10 Change Death or
Termination Retirement without Cause in Control Disabitity
Base Salary L3 — $ — £216,8274 $ - ]
_Non-Equity Incentive Plan Compensation 179,563 — 195,144 179,563 .
Options (unexercised)”™ — — 3,072 -
Restricted Stock or Performance Shares '
(unvestedy'® — — 33,998 33,998 ]
Insurance Benefits — —_ 14,1577 — :
Restoration Plan 121,392® 121,392 121,392% 118,689"
Deferred Compensation™™ 39,636 39,636 39,636 22,020 :
Accrued Vacation 16,679 16,679 16, 16,679
Perquisites ' ’ — — 10,4401 — ¥

Excise Tax Gross-up — — _a _ !

(1) The amount shown reflects a payment of Mr. Allen’s annual base compensation in effect at the time of the change in controt if either Mr.
Allen’s employment would have been terminated without cause or Mr. Allen would have terminated his employment with cause within 24
months following a change in controt in accordance with his Change in Control Agreement.

(2} The amount shown reflects the cash bonus amount that would have been awarded under the Home Office Incentive Plan, assuming the
attainment of the appropriate performance goals during 2007, "

(3) The amount shown reflects a payment of the highest annual bonus amount Mr. Allen would have been etigible to receive during 2007 if
either Mr. Allen's employment would have been terminated without cause or Mr. Allen would have terminated his employment with cause
within 24 months following a change in control in accordance with his Change in Control Agreement. Pursuant to the Home Office
Incentive Plan, Mr. Alten would have also received the maximum incentive bonus payable if we had experienced a change in control.

(4) The amount shown reflects the target cash bonus amount that would have been awarded under the Home Office Incentive Plan.

(5) The amounts shown reflect the value of the shares of our common stock underlying the unvested options that would have become vested in
accordance with the 1994 Stock Incentive Plan, assuming payment of an exercise price of $22.97 per share for options granted in 2007 and
& market value of $23.61. Options granted in 2006 were assumed 1o be unexercised because the exercise price of such options exceeded the
market value. The amount shown would have been payable upon a change in control, imespective of termination of the executive’s
employment. ;I

(6) The amounts shown reflect the market value of the outstanding, unvested performance shares that would have become vested in accordance
with the 1994 Stock Incentive Plan. ‘

(7) The amount shown reflects the market value of the outstanding, uavested restricted shares of our common stock, or restricted stock units,
which would have become vested in accordance with the 1994 Stock Incentive Plan. The amount shown would have been payable upon a
change in control, irrespective of termination of the executive's employment.

(8) The amount shown reflects the premiums for medical, disability and life insurance benefits that would have been provided for a 12-month
period in accordance with Mr, Alten’s Change in Control Agreement.
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(9) Mr. Allen would have received a lump sum payment of $121,392 plus a life annuity of $23,858 per year payable as of January 1, 2008.

(10) Upon death, Mr. Allen’s beneficiary would have received a lump sum payment of $t18.689 plus a life annuity of $24,850 per year payable
as of January 1, 2008. Upon disability, Mr. Allen would have received a life annuity of $37,957 per year payable as of June 1, 2009.

(11} The amounts shown reflect an annuity that would have been payable as of January 1, 2008 for ten years pursuant to the Supplemental
Executive Retirement Plan. The amounts would have been payable upon termination of the executive’s employment.

(12) Change in control benefits do not include excise tax gross-up for any executive officers other than Messrs, Patterson and Kelley, in
accordance with their Change in Control Agreements.

‘We maintain certain compensatory arrangements that are intended to provide payments to the Named Executive
Officers upon their resignation or retirement. These include the Retirement Plan, the Restoration Plan, the deferred
pension arrangement and the 401(k) Plan, which are described above. We also maintain the Deferred Compensation
Plan, which permits Named Executive Officers to elect to defer a portion of their compensation to retirement or
termination of employment. Under certain circumstances, the compensatory arrangements described in the following
paragraphs also provide payments or benefits upon resignation, retirement or termination of employment.

We implemented Change in Control Agreements with certain of our executive officers in 1999 at a time when
“golden parachute” agreements were common in the marketplace to protect executives in the wave of consolidation
in the banking industry. Common speculation at that time suggested that we were a potential takeover target. We
have consistently been conservative in our compensation philosophy and, at that time, we had no change in control
protections for key management. In general, we believed that the relatively modest payouts and “double-trigger”
feature of the agreements were appropriate to provide economic protection to the executives who would be most
vulnerable in a change in contro! without unduly diminishing the return that would be provided to shareholders. The
change in control agreements do not provide “walk-away” rights. The Executive Compensation and Stock Incentive
Committee believes that the Change in Control Agreements are still needed to address a business contingency, and
takes such arrangements into consideration in its compensation philosophy:,

We have entered into an agreement with each of Messrs, Patterson, Allen, Kelley, Cowsert and Bateman that
provides certain benefits in the event that we experience a change in control and we términate the officer’s
employment without cause, or the officer resigns for cause within 24 months after the change in control. A “change
in control” is defined to include (1) any person or group becoming the beneficial owner, directly or indirectly, of
25% or more of our outstanding voting securities; (2} during any period of two consecutive years, a change in a
majority of our Board of Directors (however, new directors who were approved by a twe-thirds vote of the directors
still in office who either were directors at the beginning of the period or were so approved by the Board of Directors
do not count toward the change in a majority); (3) approval by our sharcholders of a merger or consolidation with
any other corporation, other than a merger or consolidation resulting in our voting securities immediately prior to the
transaction representing more than 65% of the merged or consolidated securities; or (4) approval by our
shareholders of a plan of complete liquidation or an agreement for the sale or disposition of all or substantially all of
our assets.

The amount of benefits payable under the agreements to Messrs. Patterson and Kelley is 300% of the amount of
annual base compensation and the highest annual bonus that the officer would otherwise be entitled to receive in the
year that the change in control occurs. In addition, all insurance and fringe benefits that are offered to similarly
situated employees immediately prior to the change in contro! will be provided for a period of 36 months and, if the
officer is subject to certain excise taxes pursuant to Section 280G of the Internal Revenue Code, we will reimburse
him for all excise taxes that are imposed under Section 280G and any income and excise taxes payable by the officer
as a result of any reimbursements for Section 280G excise taxes. All cash benefits payable under the agreements wiil
be paid in a single lump sum within ten days following the date of termination.

The amount of benefits payable under the agreements to Messrs. Cowsert and Bateman is 200% of the amount of
annual base compensation and the highest annual bonus that the officer would otherwise be entitled to receive in the
year that the change in control occurs. In addition, all insurance and fringe benefits that are offered to similarly
situated employees immediately prior to the change in control will be provided for a period of 24 months and, if the
officer is subject to certain excise taxes pursuant to Section 280G of the Internal Revenue Code, we will reimburse
him for all excise taxes that are impesed under Section 280G and any income and excise taxes payable by the officer
as a result of any reimbursements for Section 280G excise taxes. All cash benefits payable under the agreements will
be paid in a single lump sum within ten days following the date of termination.
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The amount of benefits payable under the agreements to Mr. Allen is the amount of annual base compensation
and the highest annual bonus that Mr. Allen would otherwise be entitled to receive in the year that the change in
control occurs. In addition, all insurance and fringe benefits that are offered to similarly situgted employees
immediately prior to the change in control will be provided for a period of 12 months and, if Mr. Allen is subject to
certain excise taxes pursuant to Section 280G of the [nternal Revenue Code, we will reimburse him for all excise
taxes that are imposed under Section 280G and any income and excise taxes payable by Mr. Allen as a result of any
reimbursements for Section 280G excise taxes. All cash benefits payable under the agreements will be paid in a
single lump surn within ten days following the date of termination.

Equity awards are generally forfeited upon an executive’s termination of employment but are fully vested in the
event of an executive’s approved retirement, death or disability. All unexercisable options granted under our stock
option plans, including options granted to the Named Executive Officers, become exercisable immediately if we
undergo a change in contrel. Under the Executive Performance Incentive Plan, if we experignce a change in control,
all participants will receive the maximum amount payable under the incentive bonus. This payment will be made as
soon as practicable following the change in control.

Compensation Committee Interlocks and Insider Participation

During 2007, the Executive Compensation and Stock Incentive Committec consisted of Messrs. Staub

{Chairman), Franklin, Nolan and Lashlee. None of the members of the Executive Compensation and Stock Incentive *

Committee has at any time been one of our officers or employees, Members of the Executive Compensation and
Stock I[ncentive Committee may, from time to time, have banking relationships in the ordinary course of business

with our subsidiary, BancorpSouth Bank, as described in the section entitled “CERTAIN RELATIONSHIPS AND
RELATED TRANSACTIONS.” Messrs. Franklin, Nolan and Lashlee had no other relationship during 2007

requiring disclosure by us. Mr. Staub had a relationship with BancorpSouth Bank during 2007 as described in the
section entitled “CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.” During 2007, none of our
executive officers served as a member of another entity’s compensation committee, one of whose executive officers
served on our Executive Compensation and Stock [ncentive Committee or was a director of BancorpSouth, and none

of our executive officers served as a director of another entity, one of whose executive officers served on our

Executive Compensation and Stock Incentive Comrnittee,
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DIRECTOR COMPENSATION

The following table provides information with respect to non-employee director compensation for the fiscal year

ended December 31, 2007:

Change in
Pension Value
and
Fees Nonqualified
Earned or Non-Equity Deferred
Fees Earned or Paid in Option Incentive Plan  Compensation All Other
Name!” Paid in Cash®  Stock™ Awards™  Compensation Earnings Compensation Total
Hassell H. Franklin* 524,200 $24,200 $23,455 $— $— $— $71,855
W. G. Holliman, Jr. 21,000 21,000 23,455 -— — — 65,455
Larry G. Kirk* 25,375® 25375 23,455 — - — 74,205
Turner . Lashlee 22,750 22,750 23,4535 — — — 68,955
Guy W. Mitchelt, 111 _ 32,250 23,455 — — — 55,705
R. Madison Murphy 16,875 16,875 23,455 — — — 57,205
Robert C. Nolan 19,000 19,000 23,455 — — — 61,455
W. Cal Partee, Jr.® - 33,250 23,455 — — — 56,705
Alan W, Perry™ — 31,650 23,458 — — -_— 55,105
Travis E. Staub* : 25,100 25,100 23,455 — — — 73,655

(H

2

3

)

Committee Chair.

Messrs. Patterson and Kelley, who are our employees. do not receive compensation for serving as members of the Board of
Directors. : '

Our directors are required to take at least 50% of the fees payable to them for their service as directors (annual retainers and
meeting attendance fees) in the form of our common stock. A director may elect to take a larger percentage of his fees in
our common stock. Payments in stock are valued at market price on the date the fee is paid. Further, certain of our directors
(Messrs. Franklin, Holliman, Kirk and Staub) have elected under our Deferred Directors’ Fee Unfunded Plan to defer -
receipt of all or a portion of the cash fees to which they are entitled until such time as they cease to be directors.

The amounts shown reflect the dollar amount recognized for financial statement reporting purposes in accordance with
FAS 123R. The assumptions used in calculating the accrued values are set forth in Note 15 to our financial statements
included in our Annual Report on Form 10-K for the year ended December 31, 2007.

The amounts shown reflect the dollar amount recognized for financial statement reporting purposes in accordance with
FAS 123R and includes options to purchase 3,600 shares of our common stock awarded to non-employee directors under
our 1995 Non-Qualified Stock Option Plan on May |, 2007. The assumptions used in calculating the accrued values are set
forth in Note 15 to our financial statements included in our Annual Report on Form 10-K for the vear ended December 31,
2007. As of December 31, 2007, the grant date fair value of each option award made to each director during 2007,
computed in accordance with FAS 123R, and the aggregate number of shares of our common stock underlying outstanding
options were as follows:

Number of Securities Underlying
Outstanding Option Awards

Name Grant Date Fair Value (Exercisable) (Unexercisable)
Hassell H. Franklin §23,220 30,000 3,600
W. G. Holliman, Jr. 23,220 30,000 3,600
Larry G. Kirk 23,220 18,000 3,600
Tumer O. Lashlee 23,220 30,000 3,600
Guy W. Mitcheld, [T} 23,220 14,400 3,600
R. Madison Murphy 23,220 21,600 3,600
Robert C. Nolan 23,220 21,600 3,600
W. Cal Partee, Ir. 23,220 21,600 3,600
Alan W. Perry 23,220 30,000 3,600
Travis E. Staub 23,220 30,000 3,600

{5) Mr. Kirk was inadvertently underpaid $500 in 2006 for committee fees, which amount was paid in 2007.

(6) Mr. Partee was inadvertently underpaid $500 in 2007 for committee fees, which amount will be paid in stock in 2008,
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(7) M. Perry was inadvertently overpaid $500 in 2007 for committee fees, which amount will be adjusted in 2008.

Directors who are also our employees receive no additional compensation for serving on our Board of Directors
or any committee thereof. Each of our directors also currently serves on the Board of Directors of BancorpSouth
Bank. Our non-employee directors receive the following compensation for their service:

e An annual retainer of $6,000 for serving on each of the boards, for a total annual retainer of $12,000;

e A meeting fee of $1,500 for each regular or special meeting of our Board of Directors attended and
$2,000 for each regular or special meeting of the Board of Directors of BancorpSouth Bank attended

(the meeting fee is reduced to $1,000 for meetings of our Board of Directors that are held on the same -

day as meetings of the Board of Directors of BancorpSouth Bank);

e Members of the Executive Committee and the Chairman of the Audit Commitice receive a fee of
$2,000 for each committee meeting attended;

e Members of other standing committees of either board receive $1,000 for each committee meeting
attended;

¢ One-half of the applicable fee for each board or committee meeting attended via conference call; and

e Chairmen of standing or special committees of the Board of Directors, other than the Audit
Committee, receive an additional fee of $100 for each meeting attended for serving as such.

Directors are also reimbursed for necessary travel expenses and are insured under our group life insurance plan for
amounts of $15,000 to age 65 and $9,750 from age 65 until reaching age 70.

Each of our non-employee directors participates in our 1995 Non-Qualified Stock Option Plan for Non-
Employee Directors. The 1995 Non-Qualified Stock Option Plan automatically grants options to purchase 3,600
shares of our common stock to non-employee directors on May 1 of each year. Options can be exercised at any time
after the date of the annual meeting of shareholders that follows the date of grant, provided that the director
continuously serves during that term. The exercise price of an option is the fair market value of the common stock
on the date of grant. Options expire upon the earlier of ten years after the date of grant or termination of service as a
director. The 1995 Non-Qualified Stock Option Plan is administered by the Executive Compensation and Stock
Incentive Committee, which may not deviate from the express annual awards provided for in the plan. A total of

564,000 shares of common stock are currently reserved for issuance under the 1995 Non-Qualified Stock Optio'n ’

Plan. As of January 31, 2008, options to exercise 475,964 shares of common stock have been granted under this
plan, of which 160,364 options have been exercised. If approved by the shareholders at the 2008 annual meeting,
however, the proposed Amendment to the 1995 Non-Qualified Stock Option Plan will increase the number of shares
of our common stock that are available for purchase under the plan by 400,000 shares to a total of 964,000 shares.

We do not provide stock awards to our non-employee directors.
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AUDIT COMMITTEE REPORT

The Audit Committee of the Board of Directors consists of three directors, each of whom is “independent” as
defined by the listing standards of the New York Stock Exchange. The Audit Committee held 13 meetings in 2007.
These meetings facilitated communication with senior management, the intermal auditors and BancorpSouth’s
independent registered public accounting firm. During 2007, the Audit Committee held discussions with the internal
auditors and BancorpSouth’s independent registered public accounting firm, both with and without management
present, on the results of their examinations and the overall quality of BancorpSouth’s financial reporting and
internal controls. )

The role and responsibilities of the Audit Committee are set forth in the charter adopted by the Board of
Directors, a copy of which is available on BancorpSouth’s website at www.bancorpsouthonline.com on the Investor
Relations webpage under the caption “Corporate Governance.” In fulfilling its responsibilities, the Audit
Committee: : .

s Reviewed and discussed with management BancorpSouth’s audited consolidated financial statements
for the year ended December 31, 2007 and BancorpSouth’s unaudited quarterly consolidated financial
statements during 2007 (including the disclosures contained in BancorpSouth’s Annual Report on
Form 10-K and its Quarterly Reports on Form 10-Q in the sections entitled “Management’s Discussion
and Analysis of Financial Condition and Results of Operations™);

» Discussed with KPMG LLP, BancorpSouth’s independent registered public accounting firm, the
matters required to be discussed under Statements on Auditing Standards No. 61, as amended, both
with and without management present; and

» Received the written disclosures and the letter from KPMG LLP required by Independence Standards
Board Standard No. 1, and discussed with KPMG LLP their independence,

Based on the Audit Committee’s review and discussions as described above, and in reliance thereon, the Audit
Committee recommended to BancorpSouth’s Board of Directors that-BancorpSouth’s audited consolidated financial
statements for the year ended December 31, 2007 be included in BancorpSouth’s Annual Report on Form 10-K for
the year ended December 31, 2007 for filing with the Securities and Exchange Commission. Cot

Audit Committee:

Larry G. Kirk (Chairman)
R. Madison Murphy
W. Cal Partee, Jr.

The information contained in this report shall not be deemed to be “soliciting material,” or to be “filed" with
the SEC or subject to Regulation 144 other than as provided in SEC Regulation §-K, ltem 407(d), or subject to the
liabilities of Section 18 of the Securities Exchange Act of 1934, except to the extent that BancorpSouth specificaily
requests that the information be treated as soliciting material or specifically incorporates it by reference into a
document filed under the Securities Act of 1933 or the Securities Exchange Act of 1934.
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EXECUTIVE COMPENSATION AND STOCK INCENTIVE COMMITTEE REPORT

The Executive Compensation and Stock Incentive Committee has reviewed and discussed the Compensation
Discussion and Analysis required by SEC Regulation S-K, ltem 402(b) with management. Based on such review
and discussions, the Executive Compensation and Stock Incentive Committee recommended to the Board of |
Directors that the Compensation Discussion and Analysis be included in this Proxy Statement and incorparated by
reference in BancorpSouth’s Annuai Report on Form 10-K for the year ended December 31, 2007, "

Executive Compensation and Stock Incentive Committee:

Travis E. Staub (Chairman)
Hasselt H. Franklin

Robert C. Nolan -

Tumer O. Lashlee

The information contained in this report shall not be deemed to be “soliciting material,” or to be "filed” with
the SEC or subject to Reguiation 144 other than as provided in SEC Regulation S-K, ltem 407(e)(3), or subject 1o
the liabilities of Section 18 of the Securities Exchange Act of 1934, except to the extent that BancorpSouth
specifically requests that the information be treated as soliciting material or specifically incorporates it by reference .
into a document filed under the Securities Act of 1933 or the Securities Exchange Act of 1934.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

BancorpSouth Bank, our wholly-owned subsidiary, conducts banking transactions in the ordinary course of
business with our officers and directors and their associates, affiliates and family members, on substantially the
same terms, including interest rates and collateral on loans, as those prevailing at the time for comparable
transactions with persons not refated to BancorpSouth and which do not involve more than the norma! risk of
collectibility or present other unfavorable features. While certain provisions of the Sarbanes-Oxley Act of 2002
generally prohibit us from making personal loans to our directors and executive officers, it permits BancorpSouth
Bank and certain of our other subsidiaries to make loans to our directors and executive officers so long as these
loans are on non-preferential terms. During the year ended December 31, 2007, BancorpSouth Bank made loans to
our directors and executive officers and their family members that (i) were made in the ordinary course of business,
(i1) were made on substantially the same terms, including interest rates and collateral, as those prevailing at the time
for comparable loans with persons not related to BancorpSouth Bark, and (iii) did not involve more than the normal
risk of collectibility or present other unfavorable features.

Pursuant to its charter and the Related Person Transaction Policy approved by our Board of Directors on April
27, 2607, the Nominating Committee reviews and recommends to the Board for approval in advance all “related
persons” or affiliate transactions between us or BancorpSouth Bank and any of their “related persons” or affiliates,
or transactions in which any of such persons directly or indirectly is interested or benefited. If advance approval of a
Related Person Transaction by the Nominating Committee is not practicable, then the related person transaction
shall be considered and, if the committee determines it to be appropriate, ratified at the committee’s next regularly
scheduled meeting. In determining whether to approve or ratify a related person transaction, the Nominating
Committee takes into account, among other factors it deems appropriate, whether the related person transaction is on
terms no less favorable than terms generally available to an unaffiliated third-party under the same or similar
circumstances and the extent of the related person’s interest in the transaction. In accordance with the Related
Person Transaction Policy, no director is permitted to participate in any discussion or approval of a related person
transaction for which he or she is a related person, except that the director shall provide all material information
concermning the related person transaction to the Nominating Committee.

Pursuant to the Related Person Transactien Policy, the Board of Directors has delegated to the Chair of the
Nominating Committee the authority to pre-approve or ratify, as applicable, any related person transaction with a
related person in which the aggregate amount involved is expected to be less than $100,000. In addition, the policy
enumerates certain related person transactions that are deemed to be pre-approved or ratified, as applicable, by the
committee,

During 2007, the following transactions with related persons occurred:

»  Laura Staub Young, the daughter of director Travis E. Staub, was employed by BancorpSouth Bank as
First Vice President, Student Loan Manager;

¢ Clayton H. Patterson, the son of Chairman of the Board and Chief Executive Officer Aubrey B.
Patterson, was employed by BancorpSouth Bank as a Vice President during 2007; and

¢ James Kevin Martin, the son-in-law of Aubrey B. Patterson, was employed as an Administration
Officer for Network Services of BancorpSouth Bank in 2007.

During 2007; each of Ms. Young and Mr. Martin was paid an aggregate amount of salary and bonus less than
$100,000 and received other benefits comparable to those received by employees having similar positions. The
compensation of each was established by BancorpSouth Bank in accordance with its employment and compensation
practices applicable to employees holding comparable positions. Because the compensation involved in both of
these transactions was less than $100,00, neither of these transactions constituted a related person transaction in
accordance with the Related Person Transaction Policy. In accordance with the terms of the Related Person
Transaction Policy, the Nominating Committee approved and ratified Clayton Patterson’s compensation and
employment arrangement.
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GENERAL INFORMATION

Counting of Votes

All matters specified in this Proxy Statement that are to be voted on at the annual meeting will be voted upon by
ballot. Inspectors of election will be appointed to, among other things, determine the number of shares outstanding,
the shares represented at the annual meeting, the existence of a quorum and the authenticity, validity and effect of
proxies, to receive votes on ballots, to hear and determine all challenges and questions in any way arising in
connection with the right to vote, to count and tabulate al} votes and to determine the result. Each proposal presented
herein to be voted on at the annual meeting must be approved by the affirmative vote of the holders of the number of
shares described under such proposal. The inspectors of election will treat shares represented by proxies that reflect |
abstentions as shares that are present and entitled to vote for purposes of determining the presence of a quorum. '
Abstentions, however, do not constitute a vote “for” or “against” and will be disregarded in the calculation of a
plurality or of “votes cast.” Abstentions will, however, have the effect of a vote “against” those maiters that require
approval by a majority of the shares represented at the meeting and entitled to vote (i.e., the proposals to ratify
KPMG LLP as our independent registered public accounting firm and approve the Amendment to our 1995 Non-
Qualified Stock Option Plan for Non-Employee Directors).

Inspectors of election will treat shares referred to as “broker non-votes™ (i.¢., shares held of record by brokers or
nominees as to which instructions have not been received from the beneficial owners or persons entitled to vote with
respect to proposals that do not relate to “routine” matters) as shares that are present and entitled to vote for
purpeses of determining the presence of a quorum. For purposes of determining the outcome of any matter as to
which the broker has physically indicated on the proxy that it does not have discretionary autherity to vote, however,
those shares will be treated as not present and not entitled to vote with respect to that matter (even though those
shares are considered entitled to vote for quorum purposes and may be entitled to vote on other matters). Because
approval of the Amendment to our 1995 Non-Qualified Stock Option Plan for Non-Employee Directors is not a
routine matter and will be decided by the affirmative vote of a majority of the shares of our common stock
represented at the annual meeting and entitled to vote, broker non-votes on this proposal will have the effect of a
vote against the proposal at the annual meeting, assuming that a quorum is obtained.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our directors and executive officers, and persons

who own more than 10% of the outstanding shares of our common stock, to file initial reports of ownership and

reports of changes in ownership of our common stock with the SEC. These officers, directors and greater than 10%
shareholders are required to furnish us with copies of all Section 16(a) forms and certain other forms that they file.
There are specific due dates for these reports, and we are required to report in this Proxy Statement any failure to file
reports timely as required for 2007. Based solely upon a review of the applicable filings on the SEC’s EDGAR
website, capies of reports furnished to us and written representations that no other reports were required, we believe
that these reporting and filing requirements were complied with for 2007. .

Shareholder Nominations and Proposals

Shareholders who would like to recommend director nominees or make a proposal for consideration at the 2009
annual meeting of shareholders should submit the nomination or proposal, along with proof of ownership of our
common stock in accordance with Rule 14a-8(b)(2) promulgated under the Securities Exchange Act of 1934, in
writing and mailed to the Corporate Secretary at the address listed below. We must receive all such nominations and
proposals not later than November 21, 2008 in order for the nomination or proposal to be included in our proxy
statement. Shareholder nominations and proposals submitted after November 21, 2008 but before December 21,
2008 will not be included in our proxy statement, but may be included in the agenda for our 2009 annual meeting;if
submitted to our Corporate Secretary at the address listed below and if such nomination or proposal includes:

¢ The name and address of the shareholder;

e The class and number of shares of common stock held of record and beneficially owned by such
shareholder;
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e The name(s), including any beneficial owners, and address(es) of such sharcholder(s) in which all such
shares of common stock are registered on our stock transfer books;

* A representation that the sharcholder intends to appear at the meeting in person or by proxy to submit
the business specified in such notice;

s A brief description of the business desired to be submitted to the annual meeting of shareholders, the
complete text of any resolutions intended to be presented at the annual meeting and the reasons for
conducting such business at the annual meeting of shareholders;

*  Any personal or other material interest of the sharehoider in the business to be submitted;

s As to each person whom the shareholder proposes to nominate for election or re-election as a director,
atl information relating to such person that is required to be disclosed in solicitations of proxies for
election of directors, or is otherwise required, in each case pursuant to Regulation 14A under the
Securities Exchange Act of 1934 (including such person’s written consent to being named in the proxy
statement as a nominee and to serving as a director if elected); and ’

e All other information relating to the nomination or prbposed business that may be required to be
disclosed under applicable law.

In addition, a shareholder seeking to submit such nominations or business at the meeting shall promptly provide any
other information we reasonably request. Such notice shall be sent to the following address:

BancerpSouth, Inc. |
One Mississippi Plaza
201 South Spring Street
Tupelo, Mississippi 38804
Attention: Corporate Secretary

Any nomination for director or other proposal by a shareholder that is not timely submitted and does not comply
with these notice requirements will be disregarded and, upon the instructions of the presiding officer of the annual
meeting, all votes cast for each such nominee and such proposal will be disregarded.

The individuals named as proxies on the proxy card for our 2009 annual meeting of shareholders will be entitled
to exercise their discretionary autherity in voting proxies on any shareholder proposal that is not included in our
proxy statement for the 2009 annual meeting, unless we receive notice of the matter to be proposed not earlier than
November 21, 2008 nor later than December 21, 2008 and in accordance with the requirements listed above. Even if
proper notice is received within such time period, the individuals named as proxies on the proxy card for that
meeting may nevertheless exercise their discretionary authority with respect to such matter by advising sharcholders
of the proposal and how the proxies intend to exercise their discretion to vote on these matters, unless the
shareholder making the proposal solicits proxies with respect to the proposal to the extent required by Rule 14a-
4{c)(2) under the Securities Exchange Act of 1934.

Householding of Proxy Materials and Annual Reports

The SEC rules regarding delivery of proxy statements and annual reports may be satisfied by delivering a single
proxy statement and annual report to an address shared by two or more of our shareholders. This method of delivery
is referred to as “housecholding™ and can result in meaningful cost savings for us. In order to take advantage of this
opportunity, we may deliver only one proxy statement and annual report to certain multiple sharchotders who share
an address, unless we have received contrary instructions from-one or more of the shareholders: Shareholders who
participate in householding, however, will continue to receive separate proxy cards, We undertake to deliver
promptly upon request a separate copy of the proxy statement and/or annual report, as requested, to a shareholder at
a shared address to which a single copy of these documents was delivered. If you hold our common stock as a
registered sharcholder'and prefer to receive separate copies of a proxy statement and/or annual report either now or
in the future, please call 1-800-368-5948 or send a written request to:
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BancorpSouth, Inc.
One Mississippi Plaza
201 South Spring Street
Tupelo, Mississippi 38804
Attention: Corporate Secretary

If your stock is held through a broker or bank and you prefer to receive separate copies of a proxy statement or
annual report either now or in the future, please contact such broker or bank. Shareholders who share an address and
are receiving multiple copies of proxy statements and annual reports and would prefer to receive a single copy of
such material, either now or in the future, can request delivery of a single copy of a proxy statement and/or annuat
report by calling 1-800-368-5948 or sending a written request to the address above.

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting

This Proxy Statement and our 2007 Annual Report to Shareholders are available at hup://phx.corporate-
ir.net/phoenix.zhtm!?c=98652&p=proxy. If you wish to attend the annual meeting and need directions, please call
us at 1-888-797-7711.

Miscellaneous

We will bear the cost of printing, mailing and other expenses in connection with this solicitation of proxies and
will also reimburse brokers and other persons holding shares of common stock in their names or in the names of -
nominees for their expenses in forwarding this proxy material to the beneficial owners of such shares. Certain of our
directors, officers and employees may, without any additional compensation, solicit proxies in person or by
telephone.

Our management is not aware of any matters other than those described above which may be presented for.
action at the annual meeting. If any other matters properly come before the annual meeting, the proxies will be voted
with respect so such matters in accordance with the judgment of the person or persons voting such proxies, subject
to the direction of our Board of Directors.

A copy of our 2007 Annuat Report to Sharcholders has been mailed to all shareholders entitled to notice of and
to vote at the annual meeting.

A copy of our Annual Report on Form 10-K for the year ended December 31, 2007 will be furnished
without charge to any shareholder who requests such report by sending a written request to:

BancerpSouth, Inc.
One Mississippi Plaza
201 South Spring Street
Tupelo, Mississippi 38804
Attention: Corporate Secretary

A copy of our Form 10-K may also be obtained without charge on our website at
www.bancorpsouthonline.com on our Investor Relations webpage under the caption “SEC Filings” and
through the SEC’s website at www,sec.gov.

BANCORPSOUTH, INC.

AUBREY B. PATTERSON
Chairman of the Board
and Chief Executive Officer

March 21, 2008
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APPENDIX A

AMENDMENT TO THE BANCORPSOUTH, INC.
1995 NON-QUALIFIED STOCK OPTION PLAN FOR
NON-EMPLOYEE DIRECTORS

THIS AMENDMENT to the BancorpSouth, Inc. 1995 Non-Qualified Stock Option Plan for Non-Employee
Directors (the “Plan™) by BancorpSouth, Inc. (the “Company”) is made by the board of directors of the Company on this |
23rd day of January, 2008, to be effective upon the date of approval at a meeting of the Company’s stockholders.

RECITALS:

WHEREAS, the Company established the Plan, effective January 24, 1995, in order to encourage equity
ownership by members of the Company’s board of directors and to align the financial interests of the board and the
Company’s stockholders; .

WHEREAS, the Plan was amended and restated effective February 14, 1998 to conform the Plan to changes to
Rule 16b-3 promulgated by the Securities and Exchange Commission and to provide certain administrative
modifications and, effective with the approval of stockholders at the Company’s 2005 annual meeting, was amended to.
increase the number of shares of Company stock available for purchase under the Plan; and

WHEREAS, the Company desires to amend the Plan to provide for (i} awards of stock options, restricted stock
and restricted stock units to be made in the discretion of the Committee (the administrator of the Plan), (ii) provide
limited discretion to the Committee to determine the number of shares of Company common stock subject to awards
made under the Plan, (iii) limit the number of shares of Company common stock that may be issued under awards each
year, and (iv) increase the number of shares of Stock that are available for purchase under the Plan by 400,000 shares to
a total of 964,000,

NOW, THEREFORE, the Plan is hereby amended as follows:

L Section 1.2 is restated as follows:
1.2 Agreement. A written agreement (including any amendment or supplement thereto) between the

Company or Affiliate and a Participant specifying the terms and conditions of an Award grant to such Participant.
1L Section 1.3 is restated as follows:

1.3 Award. A right that is granted under the Plan to a participant by the Company, which may be in the
form of an Option, Restricted Stock, or Restricted Stock Units.

1L Section 1.15 is denominated as Section 1.16 and a new Section 1.15 is added as follows:

1.15 Restricted Stock Unit. An Award described in Section 4.4 that entitles a Participant to receive
shares of Stock, cash or a combination of Stock and cash, as determined by the Committee. A Restricted Stock Unit
represents an unfunded promise by the Company and is not a transfer of property within the meaning of section &3
of the Code until the time that the conditions stated in the Award for transferring Stock have been satisfied.

IV. Section 3.2 is restated as follows: .

32 Authority to Grant Awards. The Committee shall have authority to grant Awards to each individual
serving the Company as a director who is also not an employee of the Company or an Affiliate (i.e., a “Participant™).
Awards shall be subject to such terms the Committee deems appropriate and that are not inconsistent with the
provisions of this Plan. Such terms may include conditions on the exercise or payment of all or any pan of an Award.
The Committee shall specify the type of Award that is granted and number of shares of Stock subject thereto. The
“Grant Date” of an Award is the date that the material terms of the Award are specified by the Committec and all
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specified conditions to the Award have occurred. The Committee may from time to time take action to provide for the
automatic grant of an Award to all Participants to be effective on a specified date or dates (e.g., the beginning of each
board term). The Committee may prospecuve[y modify the terms of any such automatic grant through a subsequent
action.

V., The first paragraph of Section 4.1 is restated as follows:
4.1 Options.
VI Section 4.1(a) isirestated as follows:
(a) Number. The number of shares of Stock subject to each Option shall be determined in the sole and

absolute discretion of the Committee, provided that the number of shares of Stock subject to Options granted during each
annual board term to a Participant shall not exceed 10,000 shares.

VIL Section 4.1(c) is restated as follows:

(c) Option Period. The period during which an Option may be exercised and the date of its expiration
shall be specified by the Committee, provided that no Option may be exercisable within six months following the Grant
Date. The period within which an Option may be exercised is, hereinafter, the “Option Peried.” '

VIII.  Section 4.2 is restated as follows:
42 Restricted Stock.

(a) Terms. The number of shares of Stock subject to each grant of Restricted Stock shall be
determined in the sole and absolute discretion of the Committee, provided that number of shares of Stock that are subject
to all such Awards granted to each Participant shall not exceed 5,000 shares of Stock per annual board term, The
Committee may grant Restricted Stock to a Participant as a part of any arrangement established by the Committee
and specified in an Agreement, and may include the obligation by the Participant to pay a purchase price specified
by the Committee. Each Award of Restricted Stock to a Participant shall also specify the risks of forfeiture and/or
restrictions on transfer. A Participant who receives a grant of Restricted Stock shall be treated as a shareholder of the
Company for all purposes, except that the rights of the Participant may be limited under the terms of the Agreement.
Unless otherwise specified in an Agreement, Participants shall be entitled to receive dividends on and exercise
voting rights with respect to Restricted Stock.

(b) Retirement, Death, Etc. Prior to the occurrence of a forfeiture described in an Award, all
shares of Restricted Stock shall become fully vested if the Participant dies while a director of the Company or retires in
accordance with the Company’s normal retirement policies.

IX. The following is added to the Plan as a new Section 4.4:

4.4 Restricted Stock Units. The number of shares of Stock subject to each grant of Restricted Stock Units
shall be determined in the sole and absolute discretion of the Committee, provided that number of shares of Stock that
are subject to all such Awards granted to each Participant shall not exceed 5,000 shares of Stock per annual board term.
Each Restricted Stock Unit Award shall specify the number of shares of Stock, the formula for determining the
number of shares of Stock, and/or the amount of cash that a Participant may receive upon the satisfaction of
conditions specified in the Award, which may include the obligation of the Participant to pay a purchase price
specified by the Committee. A Participant who receives Restricted Stock Units shall not be treated as a sharehoider
of the Company until the conditions specified in the Award have been satisfied. Unless otherwise specified in an
Agreement, Participants shall not be entitled to receive dividend equivalents on Restricted Stock Units.

X. Section 5.1 is restated as follows:

5.1 Source of Shares. Upon satisfaction of conditions specified in an Award, the Company shall deliver 1o
Participants autharized but previously unissued Stock or Stock that is held by the Company as treasury stock.
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XI. Section 5.2 is restated as follows:

52 Maximum Number of Shares. The maximum number of shares of Stock that may be issued
pursuant to this Plan is increased from 564,000 to 964,000, subject to increases and adjustments as provided in
Article VIII.

XIL Section 6.1 is restated as follows:

6.1 Minimum_Restrictions on Stock Rights. For a period of at least six months after the Grant Date, .
Options shall not be exercisable, restrictions on Restricted Stock shall not lapse, and Stock under a Restricted Stock Unit
shall not be transferable to the Participant.

XIH.  Section 6.3 is restated as follows;

6.3 Transferability. Generally, any Award granted under this Plan shall not be transferable except by
will or by the laws of descent and distribution, and shall be exercisable during the lifetime of the Participant only by
the Participant. However, an Award granted under this Plan may be transferable to the extent provided in an
Agreement. Provided, further, that no right or interest of a Participant in any Award shall be subject to, any lien,
obligation or liability of such Participant.

XIV. Section 7.5 is restated as follows:

7.5 Issuance and Delivery of Shares. Subject to the conditions of Article IX, shares of Stock to be
issued pursuant to an Award shall be delivered to Participants by the Company (or its transfer agent) as soon as
administratively feasible after (i) a Participant receives an Award of Restricted Stock, (ii} a Participant exercises an,
Option, (iii) the Participant satisfies the requirements specified in a Restricted Stock Unit Award; provided,
however, that the Company may condition the delivery of shares on the Participant’s execution of any applicable
shareholder agreement or agreement described in Section 9.2 that the Company requires at the time of exercise; and
provided further that the Company may delay the delivery of Stock until all restrictions specified in an Award have
lapsed.

XV. The first paragraph of Section 8.2 is restated as follows:

8.2 Effectof Certain Transactions. The provisions of this Section 8.2 shall apply to the extent that an
Agreement does not otherwise expressly address the matters contained herein. If the Company experiences an event
which results in a “Change in Control,” as defined in Section 8.2(a), then, whether or not the vesting requirements
set forth in any Agreement have been satisfied, (i} all shares of Restricted Stock and any Restricted Stock Units that
are outstanding at the time of the Change in Control shall become fully vested immediately prior to the Change in
Control event, and (ii) all Options that are outstanding at the time of the Change in Control shall become fully vested
and exercisable immediately prior to the Change in Control event.

IN WITNESS WHEREOF, the undersigned officer of the Company has executed this Amendment on the
date first written above,

BANCORPSOUTH, INC.
By: . /s/ Aubrey B. Patterson
Its: . Chairman and Chief Executive Qfficer
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APPENDIX B
BANCORPSOUTH, INC.
DIRECTOR INDEPENDENCE STANDARDS

The Board of Directors of BancorpSouth, Inc., through its Nominating Committee, on an annual basis, reviews
the independence of all directors, affirmatively makes a determination as to the independence of each director and
discloses the basis for those determinations. No director will qualify as independent unless the Board of Directors
affirmatively determines that the director has no material relationship with BancorpSouth (either directly or as a
partner, shareholder or officer of an organization that has a relationship with BancorpSouth). In each case, the Board
will broadly consider all relevant facts and circumstances when making independence determinations. To assist the
Board in determining whether a director is independent, the Board of Directors shall consider the standards set forth
below. [n addition to the independence determinations referenced above, BancorpSouth may also have to disclose
other relationships pursuant to Securities and Exchange Commission and/or New York Stock Exchange rules and
regulations.

Employment.

L. A director will not be considered independent if, within the precéding three vears:

» the director was employed by BancorpSouth; provided, however, that employment as an interim
Chairman or Chief Executive Officer or other executive officer will not disqualify a director from
being considered independent following that employment;

+ an immediate family member of the director was employed by BancorpSouth as an executive officer;

¢ the director was (but is no longer) a partner or employee of a firm that is BancorpSouth’s internal or
external auditor and personally worked on BancorpSouth’s audit within that time;

+ an immediate family member of the director was (but is no longer) a partner or employee of a firm that
is BancorpSouth’s internal or external auditor and personally worked on BancorpSouth’s audit within
that time;

e the director was employed as an executive officer of another company at the same time when a present
BancorpSouth executive officer served on that company’s compensation committee; or

e an immediate family member of the director was employed as an executive officer of another
company at the same time when a present BancorpSouth executive officer served on that company’s
compensation committee.

1L A director will not be considered independent ift

e the director or an immediate family member is a current partner of a firm that is BancorpSouth’s
internal or external auditor,

¢ the director is a current employee of a firm that is BancorpSouth’s internal or external auditor; or

e the director has an immediate family member who is a current employee of a firm that is
BancorpSouth’s internal or external auditor and who participates in the firm’s audit, assurance or tax
compliance {but not tax planning) practice.

Compensation. A director will not be considered independent if, within the preceding three years, the director, or his
or her immediate family member, receives more than $100,000 during any twelve-month period in direct
compensation from BancorpSouth, other than director and committee fees and pension or other forms of deferred
compensation for prior service (provided such service is not contingent in any way on continued service).
Compensation received by a director for former service as an interim Chairman or Chief Executive Officer or other
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executive officer will not be considered in determining independence under this test. Compensation received by an
immediate family member for service as an employee of BancorpSouth (o\ther than an executive officer) will not be
considered in determining independence under this test.

Audit Committee members will not be considered independent if he or she, other than in his or her capacity as a
member of the Audit Committee, the Board of Directors or any other Board committee, (i) accepts directly or
indirectly any consulting, advisory or other compensatory fee from BancorpSouth or any of its subsidiaries or (i) is
an affiliated person of BancorpSouth or any of its subsidiaries. For purpeses of this paragraph, compensatory fees do
not include, however, the receipt of fixed amounts of compensation under a retirement plan {including deferred
compensation) for prior service with BancorpSouth; provided that such compensation is not contingent in any way
on continued service. An Audit Committee member that sits on the Board of Directors of BancorpSouth and one of
its subsidiaries may be considered independent, even though he or she would be deemed to be an affiliate of a
subsidiary of BancorpSouth, if he or she, except for being a director on each such Board of Directors, otherwise
meets the independence requirements set forth above in this paragraph for cach such entity, including the receipt of
only ordinary-course compensation for serving as a member of the Board of Directors, Audit Committee or any
other Board Committee of each such entity.

Customer_Relationships. A director will not fail to be considered independent solely as a result of lending
relationships, deposit relationships or other banking relationships (such as depository, transfer, registrar, indenture
trustee, trusts and estates, private banking, investment banking, investment management, custodial, securitics
brokerage, cash management and similar services) between BancorpSouth and its subsidiaries, on the one hand, and
the director or a company in which the director is affiliated by reason of being a direclor, officer or a significant
shareholder thereof, on the other, provided that:

e such relationships are in the ordinary course of business of BancorpSouth and are on substantially the
same terms as those prevailing at the time for comparable transactions with non-affitiated persons; and

¢ with respect to extensions of credit by BancorpSouth or its subsidiaries to such director, company or
its subsidiaries:

—  such extensions of credit have been made in compliance with applicable law, including Regulation
O of the Board of Governors of the Federal Reserve, Sections 23A and 23B of the Federal
Reserve Act and Section 13(k) of the Securities Exchange Act of 1934; and

—  no event of default has occurred under the extension of credit.

Business Relationships. A director will not be considered independent if the director is a current employee, or any
immediate family member of the director is a current executive officer, of a company that has made payments to, or
received payments from, BancorpSouth for property or services in an amount which, in any of the last three fiscal
years, exceeds the greater of $1 million or 2% of such other company’s consolidated gross revenues. Contributions
to tax exempt organizations are nof considered “payments™ for purposes of these standards; provided, however, that
a director will not be considered independent if the Board determines that a director has had a material relationship
with BancorpSouth within the preceding three years due to charitable contributions made by BancorpSouth to a
charitable organization in which a director serves as an executive officer.

Definitions. For purposes of these independence standards, “immediate family members™ of a director include the
director’s spouse, parents, children, siblings, mothers and fathers-in-law, sons and daughters-in-law, brothers and
sisters-in-law, and anyone (other than domestic employees) who shares the director’s home. The Board of Directors
of BancorpSouth need not consider individuals who are no longer immediate family members as a result of legal
separation or divorce, or those who have died or become incapacitated. .
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